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Shes Raising Office Costs 
With Her Bare Hands 














| 


J 








Bare hands? Yes ... hands that lack the 
proper equipment, the right tools, to 
get work done efficiently. It’s a situation 
that would not be tolerated for a minute 
in the factory, yet is all too familiar in 
the office. Result: steadily mounting 
costs, excessive overtime, the hiring of 
temporary help. 


Any business can meet this problem by 
providing office workers with the right 
machines for their jobs. At one desk, a 
simple adding machine may be required; 


WHEREVER THERE’S BUSINESS THERE'S —— 
=) 


at another, a calculator; at still another, 
a bookkeeping or billing machine. 
Whatever the need, it must be met for 
office efficiency —just as surely as factory 
workers must be supplied with the right 
power tools and machines for produc- 
tion efficiency. 


A desk analysis by your trained Bur- 
roughs representative is the first step 
toward reducing costs in your office. 
Burroughs Adding Machine Company, 
Detroit 32, Michigan. 


THE MARK OF SUPERIORITY 


IN MODERN BUSINESS MACHINES 








THE WAVY LINES @® ARE 
A LA MONTE TRADE-MARK 





TIME TELLS 


Building a reputation for a 
product takes time and con- 
centrated effort. Both factors 
have contributed to make 
“La Monte” the best known 
and most widely used check 
paper. For more than three- 
quarters of a century we 
have specialized in the pro- 
duction and development of 
safety paper—and only safety 


paper. 


GEORGE LA MONTE & SON 


NUTLEY + NEW JERSEY 
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SAFETY PAPER FOR CHECKS 
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Doleful comptroller Daniels dreams of 
them wistfully for very human reasons. 
The figures in his daily life are never 
nice and round, often wrong, and take 
days to dig out of the records for reports 
that the boss always wants “Right 
away!”’ It’s the endless copying, cross- 
filing, collating and compiling that give 
Daniels the twitches. Clearly a case 
for Keysort. 

With McBee Keysort, a marginally 
punched card becomes the original 
record with clock cards, job tickets, 
orders and invoices...all keyed and 
sorted so easily that reports which 
once took weeks to compile take only 
a few hours. 


You can have all the facts about 





Do you dream of nice round figures? 








your business right at your fingertips... 
fast and fresh and economically...with 
the help of Keysort cards and machines. 

There’s a McBee man near you. 
Ask him to drop in, or write us. 





Keysort is easy to learn, easy to use, 
requires little specialized job training .. . 
increases the individual work output with- 
out increase of individual effort. 


THE McBEE COMPANY 


Sole Manufacturers of Keysort — The Marginally Punched Card 
295 Madison Ave., New York 17, N.Y. Offices in principal cities 


BIRD’S-EYE VIEW OF 
THE SEPTEMBER ARTICLES 


THE RELATION OF INTERNAL AUDITING TO INTERNAL CONTROL 
By William H. Dickie, S. P. Constable, and T. W. Inseal 


OQ” INstiITUTE’s formal statement of the Responsibilities of the 
Internal Auditor states that internal auditing “is a type of con- 
trol which functions by measuring and evaluating other types of 
control.” In arriving at this conclusion the Research Committee con- 
sidered many shades of opinion as to how far internal auditing controls 
directly and how far by appraising controls maintained by others. 
Standard Oil Company (New Jersey) uses a third concept which 
may help clarify our thinking about this problem. In that organization 
a distinction is made between (1) internal controls, (2) “attest pro 


cedures,” and (3) internal auditing. 


THE INTERNAL AUDITOR AND HIS RELATIONSHIP WITH THE COM- 
PANY'S ACCOUNTING OPERATIONS 
By Victor Z. Brink 


The article discusses the joint interests of the Internal Auditor 
and the Cost Accountant, their roles and objectives in dealing with 
company assets and operations. Cost accounting procedures are reviewed 
and appraised in the light of the effective cooperation that can be given 
by the Internal Auditor. 


DEVELOPING WORKABLE METHODS AND SYSTEMS 
By Albert Dowell 


This clearly written and informative paper outlines the principles 
for developing workable methods and systems. Beginning with a state- 
ment of the qualifications required in a Procedures staff, there follows 
a discussion of methods problems, the selection of jobs to be surveyed and 
an analysis of them. Development of proper procedure, its installation 
and its policing are set forth in a very constructive manner. Mr. 
Dowell’s final observations are well worth remembering. 


~ 
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Even 
a 


small 
concern — 


with 


National Mechanized Accounting 


What could it save for you? Whether you employ 50 or 
50,000, mechanized accounting is the answer to today’s high 
cost of hand-figuring. After mechanizing with National 
Accounting Machines, firms of every size report savings uj 
to 30%. Savings which often pay for the whole National 
installation in a year—and then run on, year after year. Ask 
your local National representative to check on your present 
set-up, and report specifically the savings you can expect 


THE NATIONAL CASH REGISTER COMPANY, 


CASH REGISTERS - ADDING MACHINES 


ACCOUNTING MACHINES 


DAYTON 9, 


OHIO 
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AUDITORIALLY SPEAKING 


[' IS noteworthy that the value 

to management of the control 
function, as exercised by the in- 
ternal auditor, increases in geo- 
metric proportion to the degree of 
competence of the man who heads 
it and in like proportion to the de- 
gree that the function is divorced 
from incompatible and superim- 
posed authority and interference. 
The competent internal auditor 
should be a man appointed by and 
directly responsible to the board; 


while, at the same time, the de- 


partment is essentially a service 


function, charged with the duty of 
cooperating with all other func- 
tions of the business, by helpful 
guidance through the interpreta- 
tion of financial results and trends. 
Mere routine validation of actual 
expenditures is only the elemen- 
tary purpose of internal account- 
ing control and internal auditing. 
The value of the function mounts 
by leaps and bounds as it takes on 
the stature of a reliable source of 
guidance for future policy, through 
the interpretation of financial data. 


—VictTor H. STEmMprF 





Ne 
OW ‘¢ © REMINGTON RAND PRESENTS A Command. Performance 


STARRING THE NEW 97 @ Businessmen the world over 

wrote the script for Command Per- 

formance. Told us-what their ideal 

calculator would be. “Give us 

larger capacity,” they said, “morc 

Printing CALCULATOR! speed, quieter action—simple, au- 
tomatic operation. Above all, we 
want the inyaluable proof on the 
printed tape.” 


AUTOMATIC 


Four years of design, test, im- 
prove and re-test set the stage. - 
Then camé business previews. 
From everywhere came rave no- 

‘tices for “the calculator that busi- 
nessmen built.” Now, we proudly 
raise the curtain on the new “97” 
automatic Printing Calculator! 


< 


* PRINTED PROOF! Every factor, 
every answer printed on the tape. 
Immediate proof of accuracy, and 
@ permarent record. 


mk AUTOMATIC DIVISION! Simply 
enter figures and touch divide 
key. The 97" avtomatically com- 
pletes ond prints the problem, avu- 
tomatically clears. 


* RAPID MULTIPLICATION! New 
“short-cut” feature reduces cy- 
cling time up to 50%. Electrified, 
single action multiplication is fast, 
easy, foolproof. 


je LARGE CAPACITY! The 97” han- 
dies up to a trillion dollars os eas- 
ily as it figures pennies. Sized for 
your needs! 


LISTS, ADDS, SUBTRACTS! The ver- 
satile ‘’97,'' with its printed tape, 
is o calculator and on odding ma- 
chine too. Saves time, cuts costs. 


* 10-KEY TOUCH CONTROL! Enter 
figures as you read them, on the 
compact 10-key keyboord. You'll 
use touch method right away. 





oa QUICK, QUIET, ELECTRIFIED! 
Sound-proofing cushions mutamo- 
tor action. Completely electrified 
—prints every factor and clears 
automatically. 





\ tt 315 FOURTH AVENUE, NEW YORK 10 N.Y 





THE PRESIDENT’S PAGE 


Buffalo is the latest addition to our Chapter family, and was ush- 
ered in at one of the largest and finest organization meetings that I have 
ever attended. A lot of credit is due the little group of members who 
worked so earnestly to make this project a grand success. 

Local Chapters are the media by which The Institute can best 
serve its members, and it is hoped that all non-chapter members will 
keep in touch with our Chapter Formation Committee to the end that a 
Chapter may be formed in their vicinity at the earliest date possible. 

Our Seventh Annual Conference is only a month away. I hope that 
every member who can possibly make the trip to Chicago will arrange 
to do so. I am sure the benefits obtained will be worth any sacrifice 
that may be necessary in order to participate in the Conference. 

I have been in touch with the various Conference Committees, and 
can assure you that Chicago is going to set a new high in Institute 
conferences. A fine program is being arranged for the ladies, so bring 
them along with you and combine a degree of pleasure with some 
serious business. 

One of the new features for the Conference will be a session for 
Industries Group Meetings. The groups will be small and thus permit 
a free round-table discussion of problems of common interest. Come 
prepared to take an active part in these meetings and bring with you 
some of your special problems. This should be a very profitable period. 

While The Institute, through its officers and committees, is con- 
stantly working on projects that will benefit its members, there are 
many ways in which individual members can assist in this effort. There 
are undoubtedly many members who have had interesting and valuable 
experiences that would be helpful to others. Why not write these up and 
pass them along to the Educational, Research and Editorial Committees 
for their use in the dissemination of information. Case histories are very 
much in need by educational institutions for use in their internal audit- 
ing courses. There is no question but what the membership has a lot 
of valuable data that should be reduced to a written presentatfon. Think 
this matter over and see if you cannot make a contribution to The 


Institute’s reservoir of literature. 


—E. H. C. 











ACCOUNTING 
TO THE * 





The Queen Elizabeth moves 
majestically into port. 


UNDERWOOD ELLIOTT FISHER Electric Keyboard Accounting 
Machines keep Cunard White Star Line Accounts Receivable 
and Payable right up to the minute 


Impressive are the many speed rec- 
ords of the great Cunard White Star 
fleet. 

Impressive, too, is Elliott Fisher’s 
speed in posting Cunard’s Accounts 
Receivable records. Only two Elliott 
Fisher Electric Keyboard Account- 
ing Machines are required to post 
and balance Cunard White Star’s 
large daily volume of transactions. 
The entries are posted simultane- 
ously to all related records: the 
Analysis Statement, the Steamer Ac- 
count Ledger and the Journal .. . 
with mechanical proof of the accu- 
racy of all postings. 

Another machine posts 7 different 
Accounts Payable records in one 
writing—an operation which is fast 
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and simple. With Elliott Fisher’s 
exclusive Flat Writing Surface all 
the related forms are speedily in- 
serted and held in perfect registra- 
tion for making entries in the proper 
positions on each form. 

Find out how Elliott Fisher’s flex- 
ibility and high-speed can save dol- 
lars and days for you. Elliott Fisher 
is completely electrified and has 
only 10 numeral keys . . . its stand- 
ard keyboard is familiar to all 
typists. 

Your nearest Underwood repre- 
sentative will be glad to show you 
how Elliott Fisher Accounting Ma- 
chines can simplify and speed-up 
your record-keeping jobs. There’s 
no obligation. Call him today. 


UNDERWOOD 


Underwood Corporation 


Accounting Machines. . 


. Typewriters . . 


. Adding Machines 


Carbon Paper . . . Ribbons and other Supplies 


One Park Avenue 


New York 16, N. Y. 


Underwood Limited, 135 Victoria St., Toronto 1, Canada 


Sales and Service Everywhere 


THE SEVENTH ANNUAL CONFERENCE 
THE INSTITUTE 


OF INTERNAL AUDITORS 


Time — OCTOBER 17, 18 AND 19, 1948 
Place — SHERATON HOTEL, CHICAGO 
Conference Theme — Internal Auditors Look Ahead 


CONFERENCE PROGRAM 
SUNDAY — OCTOBER 17TH 


CuapTer Activities MEETING: 
2:30 P.M. 
RECEPTION: 
5:00 P.M. to 7:00 P.M. 
For the entertainment of members, their families and guests and to 
afford an opportunity for all to “get acquainted,” an informal 
gathering has been arranged. Pleasant surroundings and music will 
promote the enjoyment of this occasion. Refreshments will be 
served. 
MONDAY — OCTOBER 18TH 
ANNUAL Busrness MEETING: 
10:00 A.M. to 12:00 M. 
The annual business meeting will be held for the discussion of 
INSTITUTE matters and the election of officers and directors. 
Only Members may participate, but Associate Members, Junior 
Members and friends are urged to attend. 
LUNCHEON: 
12:15 P.M. to 1:45 P.M. 
INFORMAL REMARKS: 
Proressorn GRAHAM 
University of Chicago 
GENERAL SEssIOoN — “CHALLENGING AUDIT PRACTICES AND PRro- 
CEDUREs:” 
2:00 P.M. to 5:00 P.M. 
ADDRESS OF WELCOME: 
EarLe H. CUNNINGHAM 
President, The Institute of Internal Auditors, Inc 
Presiding: GLENN T. BopMAN 
Assistant Controller, Continental Oil Company, Oklahoma 
ADDRESSES 
“Research in Internal Auditing Practices” 
C. T. ATKIsson 


Chief Consultant, Ebasco Services, Inc., New York 
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The Internal Auditor 


“Report Writing” 
FraANK B. NicHoLson 


Auditor, Blatz Brewing Company, Milwaukee, Wisconsin 
“Goals and Standards” 
C. S. ZALEwsKI 
Comptroller, Walgreen Company. Chicago, Illinois 
ANNUAL DINNER 
7:00 P.M. 
Presiding: Burton A. BRANNEN 


Vice President and Auditor, Harris Trust and Savings Bank, Chicago 


REMARKS 
President-Elect 
The Institute of Internal Auditors 


ADDRESS 
CuirForp S. Younc, President 


Federal Reserve Bank of Chicago 


TUESDAY — OCTOBER 19TH 





? 


GENERAL SESSION — “INTERNAL AupiTING IN ACTION:’ 
9:30 to 12:00 M, 
Presiding: Victor Z. Brink 
West, Flint & Co., New York 
Detailed plans for this session have not yet been completed. How- 
ever, they tentatively include a brief address by Dr. Brink, after 
which members and others in attendance will meet in separate 
rooms by major industry groups. This is the first time industry 
group meetings have been scheduled at an Institute Conference 
and this promises to be one of the highlights of the 1948 Conference 
program. 
LUNCHEON: 
12:15 P.M. to 1:45 P.M. 
INFORMAL REMARKS: 
Proressor MEtcHior PAuy1 
GENERAL SEssION—“SPECIAL PROBLEMS OF INTERNAL AUDITING:’ 
2:00 P.M. to 5:00 P.M. 
Presiding: Witu1am J. L. TowNsENnpD 
Canada Packers Ltd., Toronto, Canada 
ADDRESSES 
“Intelligent Application of Auditing Practices and Procedures” 
CurisTIiAN E. Jarcnow 
Director, Vice President and Comptroller, International Harvester Co. 
“Recognition of Machine Accounting Application” 
T. T. McAnty 
Partner, Ernst & Ernst, Chicago 
“Industrial and Public Relations Phases of Internal Auditing” 


D. E. Doo.ey 


Auditor, Wisconsin Electric Power Co., Milwaukee, Wisconsin 
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CLOSING REMARKS 
President-Elect 
The Institute of Internal Auditors 
CONFERENCE NOTES 


The Exhibits Committee reports that, thus far, the following companies 
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plan to have displays at the Conference: 

McBEE COMPANY 

NATIONAL CASH REGISTER COMPANY 

INTERNATIONAL BUSINESS MACHINES CORP 

SPITZER’S OFFICE FURNITURE HOUSE 

TRANSKRIT CORPORATION 

FRIDEN CALCULATING MACHINE COMPANY 

BURROUGHS ADDING MACHINE COMPANY 

ADDRESSOGRAPH-MULTIGRAPH CORP. 

UNDERWOOD CORPORATION 

CUMMINS PERFORATOR COMPANY 
The list of exhibitors is still growing and gives indications of being one 
of the most complete and educational groups of exhibits in Conference 
history. 
The Reception Committee, in endeavoring to uphold the fine precedents 
set in previous Conferences, urges you to come to Chicago “The Nation's 
Convention Capitol” and promises to make your stay a most pleasant 
experience. A very interesting program is being prepared for the wives 
and other guests attending the Conference. 
The Hotel Arrangements Committee has secured a block of room 
reservations which it feels will be adequate for the Conference. How 
ever, you are urged to make your hotel reservations now if you have not 
already done so, in order that additional rooms may be reserved 
promptly by the committee if a larger than estimated attendance 
appears likely. 


SEVENTH ANNUAL CONFERENCE COMMITTEES 


GENERAL CHAIRMAN 
Cuarues J. Hiv 


PROGRAM : HOTEL RESERVATIONS 
Tuomas F. Brown, Chairman Water T. Horstetrrer, Chairman 
RECEPTION ; EXECUTIVE 
J. Cant SomMER, Chairman Wa .uace L. Austrin, Chairman 
REGISTRATION: . BUDGET & FINANCE 
WiiuiaAm A. McKnicut, Chairman Joun M. MEtIKte, Chairman 
P HOTEL ARRANGEMENTS: EXHIBITS: 
KENNETH J.McBripe, Chairman Joun Y. Crompton, Chairman 
PUBLICITY: PRINTING 


Howarp O. WacNneErR. Chairman L. W. Stmmons, Chairman 
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THE RELATION OF INTERNAL 
AUDITING TO INTERNAL CONTROL 


By W. H. DICKIE, 
S. P. CONSTABLE, and 
T. W. INSEAL 





Max Kenyon, of the Editorial Committee, commented: 


Our CHAPTERS in all parts of the country have had many interesting 
meetings at which two or more speakers discussed the same phase of 
internal auditing from different standpoints. At a meeting of the New 
York Chapter, three members of the Auditing Division of Standard Oil 
Company (New Jersey) gave this outline of the relation of internal 
auditing to internal control and attest procedures in that company. 

The service to their Company of these three gentlemen aggregates 
a notable eighty years. 











OPENING REMARKS 
By W. H. Dickie 


Our presentation of the relationship of internal auditing to internal 
controls is a general outline of the methods followed in the Standard Oil 
Company (New Jersey) and its affiliated companies with respect to 
these important functions. 

Our internal control procedures are originated and applied by the 
subsidiaries or their branches. Internal auditing is a function of the par- 
ent company. Our internal auditing department is not responsible for 
the installation or the current operation of internal controls. But we do, 
on each audit, review the adequacy of the controls and their supervision. 

When referring to internal controls, we never do so without having 
attest procedures in mind. While they go together, we think of internal 
controls as relating to the flow of accounting work, method of recording 
transactions, etc., which attest procedures relate to the examination of 
evidence supporting the propriety of transactions and the accounting 
records thereof. 

Mr. Constable will explain the internal control and attest pro- 
cedures which, as I have said, are the responsibility of the subsidiaries 
and branches. The review of them, which is a very important part of the 
internal auditors’ work, will be explained by Mr. Inseal. 

The rest of my remarks will be limited to a little background so 
that you may keep in mind some idea of the size and location of our 
organization and of the total assets controlled by the procedures to be 
discussed. 
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The Company, in a recent publication entitled “An Introduction to 
Standard Oil Company (New Jersey) ,” stated: 

“Standard Oil Company (New Jersey) is primarily a 
holding company owning stock in a number of other com- 
panies engaged in various phases of the oil industry or related 
businesses. Each of the separate operating units in which the 
Company holds an interest has its own officers and directors... 

“Companies affiliated with Standard Oil Company (New 
Jersey) produce crude oil in 11 countries, operate refineries in 
13, and market in 115 different nations and dependencies. In 
fact, 60 per cent of their crude oil production and 45 per cent 
of their sales in 1946 were in foreign fields . . .” 

The total consolidated assets at December 31, 1946 exceeded 214 
billions after the deduction of depreciation and valuation reserves of 
nearly 11% billion. In 1946 the internal auditing staff collaborated with 
public accountants in about 250 audits. All audit reports made by 
either public accountants or internal auditors are reviewed in our 
office in New York and transmitted to the individual companies with 
our comments. Thus corrective measures, where needed, may be taken. 

Some of our companies have decentralized accounting. They have 
a general office and several branch offices. The branch offices do their 
own accounting. In the case of sales branches (or division offices), they 
have sub-divisions for which the accounting is done at the division 
office. For instance, the division office in Elizabeth, New Jersey, does all 
the accounting for sales in the state of New Jersey. It has under its 
jurisdiction substations carrying product inventories, from which deliv- 
eries are made, and certain cash is handled. They report all transactions 
to the Elizabeth main division office where the final accounting is done. 

I now take pleasure in introducing Mr. Constable of our New York 
office who will present an outline of our Internal Control and Attest 
Procedures. 


INTERNAL CONTROL AND ATTEST PROCEDURES 
By Mr. S. P. Constable 


The internal control and attest procedures, as referred to in this 
paper, are written procedures; their primary functions are (1) to 
safeguard assets and (2) to insure that transactions are recorded in 
conformity with our chart of accounts. 

These controls and procedures are generally in use in all offices 
of the Standard Oil Company (New Jersey) group, either in the form 
recommended or in principle, modified to fit the size of a company’s 
operations, or local conditions in the case of foreign companies. 
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The responsibility for the adoption and supervision of these pro- 
cedures rests solely with the management of each subsidiary company, 
but the procedures have a direct relationship to our internal auditing 
in that their adequacy and efficiency influence the internal auditor in 
determining the scope of his examination. 

The procedures are based on the principle of arranging the ac- 
counting work so that the work of one employee checks the work of 
another to the maximum possible extent. In implementing this prin- 
ciple, consideration is given to the following: 

(1)—That the complete control of an important business transac- 

tion is not vested in one employee. 

(2)—That custodianship and record keeping are separated. 

(3)—That proof methods are utilized to the greatest practical 
extent. 

(4)—That responsibility is fixed to the extent possible. 

Furthermore, as accounting procedures alone cannot be relied 
upon to disclose accountability at every stage, consideration is also 
given to the following related matters: 

(1)—The system by which incoming asset values first become 
matters of record. 

2)—The physical conditions of custodianship, i.e., access by un- 
authorized persons to properties theoretically under the sole 
control of one custodian. 

(4)—The possibility of switching, as where an actual shortage 
is concealed by temporary borrowing from another source 
for which the custodian may also be responsible. This in- 
cludes kiting. 

4)—The apparent discharge of a custodian’s accountability by 
credits based on false evidence. 

The internal control procedures relate, in general, to the arrange- 
meni of the flow of the accounting work, the controls surrounding 
custodianship, and the recording of transactions. Attest procedures. on 
the other hand, relate to the examination or proofs prior to and after 
the recording of transactions. The two procedures, while referred to 
together, are separate functions. However, attest procedures are kept on 
a confidential basis in each office to the extent possible. 

The internal control procedures are performed by the emplovees 
responsible for the originating, booking, and maintenance of the ac- 
counting records, while the attest procedures are performed by a top 
accounting employee, who neither originates nor makes entries in the 
accounting records and who is responsible directly to the management. 
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Time will not permit a detailed review of all the internal control 
and attest procedures. However, I will endeavor to give you a fairly 
good over-all picture as to what these procedures actually consist of 
and their functions. I will limit my remarks to features relating to: 

1. Cash Receipts 
Cash Disbursements 
Journals 
Physical Inventory of Products 
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CASH RECEIPTS 


The vast majority of our cash receipts are received through the 
mail. 

Our system of internal control over cash receipts starts in the mail 
room. These controls consist of adding machine tapes, prepared in dup- 
licate, of (1) checks, money orders, and currency, and (2) remittance 
paper advices. The total of these two tapes must agree. They furnish 
the Cashier and Attest Department with pre-determined totals of daily 
cash receipts. 

The originals of both the check and the remittance paper tapes 
flow directly to the Cashier’s Department, together with the checks, 
money orders, currency, etc. The copy of the check tape goes to the 
Attest Department, while the remittance paper advices are routed to 
the Credit Department. The Credit Department works entirely from 
the remittance paper advice, which shows information as to amounts 
and account to be credited, items being paid, etc., inserted thereon by the 
mail room. The checks are available for review by the Credit Depart- 
ment when required. But they remain in the custody of the Cashier's 
Department, after being received from the mail room, until deposited on 
otherwise properly disposed of. The cashier, on receipt of the remit 
tance paper advices from the Credit Department, runs an adding ma 
chine tape of these advices by ledger accounts and controls; enters 
these totals on the cash receipt sheets; and sees that they agree with 
the pre-determined totals furnished by the mail room. The cashier pre 
pares his deposit slip in duplicate and transmits it to the Attest De- 
partment which reconciles the amount to be deposited with the totals 
on the copies of the check tapes furnished by the mail room, taking into 
consideration any checks withheld from deposit and covered by ap 
proved “out” slips. The Attest Department also checks to see that all 
currency received for the day, as shown by copies of the tapes, is de- 
posited as such. The duplicate deposit slip is signed by the Attest De- 
partment and returned to the Cashier. Then the funds are deposited 
in the bank and the receipted duplicate deposit slip is returned to the 
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Attest Department for verification that no change was made and that 
the funds were deposited in the same form as received. 

At the close of the day’s business, the completed cash receipts sheet, 
together with the adding machine tapes prepared by the Cashier, and 
remittance paper advices, all of which are used to support the Cash 
Book entry, are passed to the Attest Department for a final proof of the 
day’s collections. 

In addition to the foregoing, the Attest Department gives par- 
ticular attention to any Company checks redeposited to see that they are 
in order and are separately recorded on the Cash Receipts Sheet. The 
Attest Department also makes a limited test-check of remittance ad- 
vices as to discounts allowed and accounts credited after the postings 
have been made by the bookkeeping machine operators. 


CASH DISBURSEMENTS 


The system of internal control over cash disbursements starts 
with the vouchering of the approved suppliers’ invoices, bills for 
services rendered, etc., by the voucher clerk, who, in addition to as- 
sembling and preparing the vouchers, also makes a general examina- 
tion of such papers for approvals and to see that they are in order for 
payment. The vouchers, after being put in pack form, duly numbered 
and showing the pre-determined totals of the supporting papers, are 
passed to the Attest Department where they are examined in detail for 
authorized approvals, accounts chargeable, etc. The Attest Department 
then records the serial number and the amount of the voucher on a 
voucher control list for use in connection with the final examination. 
This preliminary examination serves as an authority to the cashier to 
draw the checks. On completion of the Attest Department’s preliminary 
examination of vouchers, they are routed to the general books section 
for recording on the voucher register to provide a basis for formal entry 
on the books of account, following which the vouches are routed to the 
Cashier’s Department where the checks are prepared. 

After the checks are drawn and signed, the vouchers, signed 
checks, and the cash disbursement sheets are passed to the Attest Depart- 
ment for their final examination, cancellation of supporting documents 
and mailing of checks. This final examination consists of: 

(1)—The comparison of the protectographed or printed amounts 
of the check with the related voucher and the supporting 
invoices, etc. 

(2)—The comparison of the names and addresses of the payees 
on the checks with the names and addresses of the creditors 
on the related invoices, etc. 
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(3)—Examination of checks as to dates, signatures of authorized 
employee and for alterations or erasures thereon. 

(4)—Final approval of the cash disbursement voucher by sig- 
nature in ink and the cancelling of the voucher and all 
supporting papers by perforation. 

(5)—The placing of checks in envelopes, which are sealed, stamped 
and mailed by or under the supervision of the Attest De- 
partment. 

The vouchers are then routed to the office manager or his assist 

ant for general review and approval. 

At the close of each month the Attest Department reconciles the 
voucher control, previously referred to in the preliminary examination. 
with the books, as follows: 

(1)—By totalling the Voucher Control for the month and seeing 

that such totals agree with the gross credit to Vouchers 
Payable in the General Ledger. 

(2)—By making an adding machine list of unpaid vouchers at the 
end of the month, as indicated in the Voucher Control and 
seeing that the total thereof agrees with the balance of 
Vouchers Payable in the General Ledger. 

(3)—By making an adding machine list of the daily totals of 
Cash Disbursements Control for the month and seeing that 
the total thereof agrees with the credit to Cash in the Gen- 
eral Ledger. 

The Attest Department is the custodian of all blank checks and re- 
conciles daily the total of blank checks requisitioned by the Cashier 
with the checks drawn as indicated by the vouchers examined and the 
unused and voided checks returned at the close of each day. 

Bank reconciliations and payroll controls are further duties of the 
Attest Department. Without going into detail, I might mention that 
all bank statements and paid checks come direct from the bank to the 
Attest Department for reconciliation. In the case of payrolls, a current 
control is maintained by having all payroll changes first cleared through 
the Attest Department. 

JOURNALS 

The system of internal control over journal entries starts with the 
vouchering of approved journal memoranda or other documents used 
in lieu thereof by the Journal Clerk who, in addition to assembling and 
preparing the journal voucher, makes a general examination of such 
papers for approvals and sees that they are in order for recording. The 
Journal Voucher, after being put into pack form, duly numbered and 
showing the pre-determined total of the supporting documents, is passed 
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to the Attest Department where it is examined in detail for approvals, 
propriety of entries and of the main accounts chargeable, and the pre- 
determined total shown on the pack is checked. The serial number and 
the amount of the attested journal voucher are also recorded on a journal 
voucher control and the voucher and attachments cancelled by per- 
foration and signed to signify final examination. The Journal Voucher 
is then routed to the office manager or his assistant for a general re- 
view and approval. 

At the close of each month, the Attest Department reconciles the 
total of the voucher control, previously referred to, with the Journal 
Voucher Register. 


PHYSICAL INVENTORY OF PRODUCTS 


In addition to internal controls, we have certain attest procedures 
in respect of the purchasing, warehousing and selling of petroleum 
products. An important phase of this work is the physical verification 
at frequent intervals of the existence of stocks on hand. Generally, this 
work is performed by station inspectors, who in this capacity function 
as attest clerks. 

The station inspectors inventory all products at a given location 
by physical inspection and count, including gauging and sampling the 
tanks and taking temperature readings. The quantities of bulk stock 
in tanks are calculated by reference to certified tank tables, making 
adjustments for basic sediment and water. The quantities established by 
the physical inventory are compared with the records at the bulk sta- 
tions and are reconciled back to the quantities shown as on hand at the 
beginning of the month by the stock control records in the Main Office. 
All indicated overages and shortages are carefully investigated. 

The foregoing applies to our Marketing Divisions, but we have 
similar procedures for the Producing, Refinery and other departments. 

The foregoing procedures, and others of equal importance not men- 
tioned herein, have been developed over a period of years as a result 
of our global experience. However, none of them is considered final 
or permanent and we are constantly endeavoring to improve our inter- 
nal control and attest procedures. 


COMMENTS 
By W. H. Dickie 


The impression should not be gotten from Mr. Constable’s remarks 
that we have set up a costly secondary check of operations in our attest 
procedures. The fact is that certain tasks which must be performed in 
every well organized business are concentrated in the Attest Department 
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for the sake of independence of control. For instance, all bank recon 
ciliations are handled by the Attest Department, as this is obviously 
better control than allowing the cashier to check himself. Furthermore, 
other phases of the attest procedures are, as indicated by Mr. Constable, 
in the nature of over-all proofs and controls which do not consume a 
large amount of time. Before any new internal control or attest pro- 
cedure is adopted, the anticipated cost is carefully considered in rela- 
tion to the potential advantages to be derived therefrom, and we do not 
indulge in expensive refinements. 

In considering a business such as ours, it is always necessary to 
have in mind that we deal in products which are difficult to account for 
and control because of temperature variations, leakage, and handling 
losses, and because the products are readily salable. Consequently, it 
will be readily seen that our product inventories call for as rigid con- 
trols as cash. 

Mr. Constable touched briefly on the importance of an adequate 
procedure being efficiently supervised, and I want to stress the necessity 
for supervision, because internal controls and, even more so, attest 
procedures, should never become matters of routine. For example, I 
recall an instance where our controls indicated that something might 
be wrong, but the officials of the subsidiary company did not take heed 
of this warning in its early stages. The result was that a substantial 
defalcation took place before it became obvious that the company’s 
assets were being misappropriated. 


It is now my pleasure to introduce Mr. Inseal of our New York 
office who will outline briefly our internal auditing procedures. 


INTERNAL AUDITING 
By T. W. Inseal 


Periodic examinations are made at varying intervals by our in- 
ternal auditors at offices located in most of the countries in the Western 
Hemisphere, Europe and North Africa. However, there is a basic 
similarity in the business and accounting of our subsidiaries and branch- 
es and we were able to design an audit program to enable our internal 
auditors to make their examinations on a uniform basis and with a 
minimum amount of uncertainty as to the scope of the work to be 
performed. At the same time, however, we were mindful of the advan- 
tages to be gained from a general program which emphasizes objec- 
tives rather than methods, and places considerable responsibility on the 
judgment of our internal auditors. Our Auditors’ Manual incidentally 
furnishes our independent auditors a clear indication as to the scope of 
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the internal auditors’ work, thus reducing duplication of audit work 
to a minimum. 

The introductory comments of the Auditors’ Manual summarize 
the objectives of the examination, the principal ones of which are: 

(1) Verifying that transactions have heen recorded uniform- 

ly and accurately and in compliance with existing accounting 

policies and instructions. 

(2) Analysis and improvement of system of internal con- 

trol and attest procedures. 

3) Prevention and detection of fraud. 
+) General verification of balance sheet and income accounts. 

In relation to the latter, the auditing procedures conform generally 
to the principles outlined in the bulletin prepared and published by the 
American Institute of Accountants in January, 1936, on “Examination 
of Financial Statements by Independent Public Accountants” and sup- 
plements thereto, Our audit procedures are written on the basis that 
adequate internal controls and attest procedures are in effect and if the 
internal auditors do not consider them adequate they are expected to 
extend the audit procedures to meet the particular circumstances to the 
extent that they consider advisable. 

You are familiar with the American Institute bulletin and, there- 
fore, I will not take up your time in describing our manual procedures 
in detail; for instance, under cash and bank balances we have twenty- 
six conventional procedures. However, you may be interested in the 
extent of our examinations of certain features in cases where an ade- 
quate control is in effect. 

In connection with the reconciliation of bank balances, the ex- 
amination of endorsements is limited to 20% of the paid checks 

With respect to the circularization of receivables, at least 10% of 
the number of trade accounts other than retail are circularized on a 
positive basis and the remainder on a negative basis. The circularization 
of retail accounts is limited to about 10% of the number of all accounts 
on a negative basis. All other accounts receivable are circularized on a 
positive basis. Comprehensive routine instructions dealing with the 
mechanics of circularization are included in the Manual to place the 
work on a uniform and economical basis. With respect to positive 
circularization, if the ledgers indicate that a balance has been paid in 
full, a second request for confirmation of the balance is not mailed 
to the customers; instead such payments are test-checked by reference 
to the remittance papers. At the conclusion of the examination a list 
of balances for which no reply was received, and those for which an 
exception was not adjusted, is prepared for follow-up by the next auditor 
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In addition to the work done by station inspectors at bulk plants, 
extensive tests of the physical inventory quantities are made by the 
internal auditors. 

Vouchers for one month selected at random are examined in detail. 
For each of the other months in the examination period twenty-five 
representative transactions are selected from the various income and 
expense accounts and checked by reference to the related vouchers, sup- 
porting invoices, etc. 

Payrolls for one pay-period are examined and where practicable 
payments in cash are observed. 

Emphasis is placed on the importance of an adequate system of 
internal control and attest procedures by providing for a review thereof 
under each feature of the examination. Particularly if the staff is so 
small that an adequate system of internal control is impracticable or if 
the internal control is found to be ineffective, the scope of the exam- 
ination is extended at the auditor’s discretion in the light of the facts. 

At the conclusion of the audit, the auditor prepares his report, 
using his own judgment as to the matters to be reported, excepting for 
a few “must” items which are required in every report. In addition 
to the report, the auditor submits Audit Work Sheets which show the 
procedures applied to the examination and notes of exceptions taken 
during the audit. A notation is made as to the disposition of each note, 
i.e., that it was included in the report, or that it was discussed with the 
office management who either agreed to take or consider the necessary 
corrective action or refused to accept the recommendation. The auditor 
making the next examination receives a copy of the report and the 
related Audit Work Sheets and indicates on the work sheets what action, 
if any, was taken by the office since the last examination with respect 
to the notes. The auditor always leaves with the office management a 
memorandum of the exceptions taken during the examination. Audit 
reports are reviewed with the office management. 

Copies of the internal audit reports are furnished to the senior 
officials of the organization audited, to the independent auditors and 
to the auditing division of the parent company comptrollers depart- 
ment. The latter studies each report and writes its own comments and 
recommendations to the president or board of directors of the subsidiary 
company. A copy of each such letter is furnished to the public account- 
ants for their information. 


COMMENTS 
By W. H. Dickie 


After listening to Mr. Inseal’s paper, you may think he has dis- 
posed of a major operation in a few words. But those of you who have 
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attended a number of our meetings have heard discussions of various 
procedures and how they are performed. The purpose of Mr. Inseal’s 
paper was to emphasize the importance of internal controls and attest 
procedures in relation to the internal audit and to indicate the scope 
of a few phases of our work. 

I want to add that there is an element of surprise in our internal 
audits in that the arrival of the internal auditor is not announced in 
advance. He does not commence the examination at the same time each 
year. One year we cover a period of say ten months. The next visit 
the examination might cover fifteen months. In all cases, it is cus- 
tomary to bring our examination up to the most recent date practicable. 

Another point is that our internal auditors have a dual qualification 
for their work in that they have the necessary technical knowledge of 
accounting and auditing and also are familiar with all phases of the 
oil business. We have high caliber men on the internal audit staff, and. 
therefore, can rely to a large extent on their ability and judgment. 


HOW OLD IS ACCOUNTING? 


Archaeological evidence reveals the fact that the 
attempt to keep a record of property transactions is as old 
as history itself. Tablets, bricks, and papyrus have been 
recovered which prove definitely that the early Egyptians 
and Babylonians had devised a means for recording val 
ues. Although these records are primitive in comparison 
to present day records, they nevertheless prove that man 
has long been aware of the importance of record-keeping. 

The first complete treatise on double-entry bockkeep 
ing of which accountants are aware was published in 
1494 by Luca Pacioli, a Franciscan monk. The book was 
published in Venice and was entitled Everything About 
Arithmetic, Geometry, and Proportion. 
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THE JOINT INTERESTS OF THE INTERNAL AUDITOR 
AND THE COST ACCOUNTANT 


Pemex of the internal auditor and his relationship with the 
company’s cost accounting operations may well begin with a con- 
sideration of the joint interests of the internal auditor and the cost 
accountant. These two individuals are both company men on the same 
payroll, and they both have their personal welfare tied to the general 


financial success of the same company. 


The internal auditor and the cost accountant are fortunate also in 
having their joint interest grounded in the same background of tech 
nical training. Both are accountants in the broad sense and both have 
been trained to think along the same lines. This does not deny the 
separate specialized development of the internal auditor and the cost 
accountant, but it emphasizes the common foundation upon which 
each has built his specialization. It enables each to appreciate and under- 
stand what the other is endeavoring to do and to coordinate his activi- 
ties with the other in an intelligent and efficient manner. This com- 
mon technical background, coupled with identical interests of company 
welfare, provides a sound basis for effective coordination. 

*Paper delivered at a meeting of the Pittsburgh Chapter of the National Association 
of Cost Accountants. 
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In considering their joint interest, it may be well first to review 
the basic role of the internal auditor and of the cost accountant. Let us 
begin with the internal auditor. In the simplest terms, internal auditing 
is an independent arm of management set up to help management do 
its job more effectively. The internal auditor does this by pursuing two 
general types of objectives and certain major activities which have been 
best stated in the “Statement of the Responsibilities of the Internal 
Auditor” as promulgated by The Institute of Internal Auditors, as 
follows: 

(1)—The protection of the interests of the organization, including 
the pointing out of existing deficiencies to provide a basis 
for appropriate corrective action. 

The attainment of this objective involves such activities of the 

internal auditor as: 

(a) Ascertaining the degree of reliability of accounting and 
statistical data developed within the organization. 

(b) Ascertaining the extent to which company assets are 
properly accounted for and safeguarded from losses of 
all kinds. 

(c) Ascertaining the extent of compliance with established 

policies, plans, and procedures. 

—The furtherance of the interests of the organization, includ- 
ing the recommendation of changes for the improvement of 
the various phases of the operations. 

The attainment of this objective involves such activities of the 

internal auditor as: 

(a) Reviewing and appraising the policies and plans of the 
organization in the light of the related data and other 
evidence. 

b) Reviewing and appraising the internal records and pro- 
cedures of the organization in terms of their adequacy and 
effectiveness. 

( Reviewing and appraising performance under the poli- 
cies, plans, and procedures. 

There are, of course, many other important functions carried on 
by the internal auditor, but the ones listed are sufficient to show how 
the internal auditor bridges the gap between top management and 
field operations, and thus serves directly the needs of modern manage- 
ment in a large business enterprise. I should like also to emphasize that 
the quality of that service depends to a major extent on the independ- 
ence of the internal auditor. By this I mean that the internal auditor 
cannot function most effectively if he is directly responsible to the 
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head of any department which he is reviewing. The most effective 
review and appraisal can only come when the internal auditor reports 
directly to a top management executive. 


Let us turn now to the cost accountant and examine his role and 
general objectives. Here too we have an important arm of management 
which is concerned with the development of sound cost accounting 
procedures and cost data which will enable management to take proper 
current action and to formulate the best plans and policies for the 
company’s future operations. As I see it, the significance of the cost 
accounting procedures and the resulting cost data lies in three im- 
portant purposes to which they are put and which may be stated as 
follows: 


(1) The development of historical data upon the basis of which 
inventories can be determined for balance sheet purposes and income 
determined for current profit and loss statements. The preparation of 
periodic financial statements, which are necessary for both internal and 
external purposes, require this calculation of inventories and cost of sales 
and it is up to the cost accountant to provide these basic figures. 


(2) A basis of current control of manufacturing and distributive 
operations. This is the area of performance data, standards and the 
calculation of variances which enable management at the various 
levels to know how well a particular phase of the operations is being 
handled. It involves the analysis of the causes of unfavorable variances 
and making this information available to management in time to 
initiate corrective action quickly before further losses are incurred. 


(3) A basis for planning and policy determination, including such 
matters as pricing, selection of products, decisions regarding purchase 
of equipment and plant expansion, and the like. While the formulation 
of business policy must always depend on a number of factors, cer- 
tainly one of the most important will always be the data supplied by 
the cost accountant. : 


Looking at the two areas of activity of the internal auditor and 
the cost accountant, it seems to me that the joint interests of the two 
can be expressed most clearly in terms of the cost accounting objectives. 
Cost accounting activities are part of the total area with which internal 
auditing, as a staff function, must deal. The internal auditor brings to 
these activities a fresh and independent approach. The specialist may 
often be too close to his problem and be so immersed in the details of 
his own special function that some objectivity may be lost as to the 
over-all perspective. I believe that the joint combination of talents on 
the part of the internal auditor and the cost accountant provide a sound 
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basis for the kind of effective team play which can achieve the results 
both groups have as their ultimate objective. 


REVIEW OF THE COST ACCOUNTING OPERATIONS 


Let us now consider the manner in which the internal auditor 
might proceed to review and appraise the cost accounting operations in 
a given company situation. 

The first step is to determine what, in the way of a cost accounting 
system, is supposed to be in effect. In a large company, this system 
will be usually set forth in company manuals or bulletins. In smaller 
companies it may consist of only an oral representation by the re- 
sponsible executive. In either case it is this representation which the 
internal auditor as a reviewer must first study and understand. It is 
the essential basis for his later review and appraisal. 


The second phase of the internal auditor’s examination is to deter- 
mine what is actually being done and with what efficiency. This is 
where the internal auditor makes his own observations, inquiries, anal- 
yses and checks as a basis of establishing independently what is in 
fact being done. In carrying out this part of his work, the internal 
auditor will, of course, work on a test and sample basis—but of suffi- 
cient scope to satisfy himself of the validity of his conclusions. These 
tests will include discussion with people at the various levels, including 
the lowliest clerk and frequently production men themselves. It will 
include also actual observation of the preparation of primary papers, 
daily reports, summaries, and the like. It will also include independent 
computations, comparisons, and other checks to determine how ac- 
curately particular cost-accounting operations are carried on. Consider- 
ation will at the same time be given to the use made of the data cur 
rently compiled—especially insofar as the data relate to payments 
made, financial statement balances established, and for other manage- 
ment purposes. It is perhaps unnecessary to add that a lack of agree- 
ment between what is being done actually, and what responsible execu- 
tives think is being done is the common rather than the uncommon 
occurrence in even the best of companies. 

The investigatory activities just outlined, when well documented 
by working paper notes, schedules, or other computations, provide the 
physical contact with the cost-accounting operations. The findings also 
provide the basis for the accomplishment of the basic internal auditing 
objectives previously outlined. Thus with respect to the “protection” 
objective (1) the internal auditor will determine the general reliability 
of the cost data developed; (2) there will normally be instances where 
opportunities are recognized for more fully protecting company assets 
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and safeguarding revenue and (3) conclusions will be reached as to the 
extent of compliance with the system supposed to be in effect. 


And with respect to the objective of furthering the interests of the 
organization the bases will have been laid for the appraisal of (1) 
policies and plans; (2) internal records and procedures; and (3) per- 
formance. While appraisal has, of course, been involved in part in all 
of the activities under the “protection” objective, we are concerned here 
primarily with the objective of furthering the interests of the organiza- 
tion and within that broad objective the appraisal of the prescribed 
procedures themselves. 


APPRAISAL OF THE COST ACCOUNTING SYSTEM 


In a broad sense, the appraisal of any cost accounting system is 
governed by management’s needs on the one hand and the expense or 
cost involved in supplying those needs. As was stated earlier, manage- 
ment’s needs center around the need for financial statement data, a basis 
for current control and a basis for planning. These major needs, 
however, will take a variety of forms in individual company situations, 
depending on the type and number of products, the manufacturing 
processes involved, the number of plants, the organization of produc- 
tion, the values involved, and the like. 


The amount of information which can be furnished and when it 
shall be furnished also covers a wide range. Needless to say, the fur- 
nishing of any information costs money. It becomes a nice question of 
judgment as to how much information should be supplied, and in what 
form; and there will never be the same conclusions in this respect from 
different people. Regardless of who makes the appraisal, that person 
must, as a basis for that appraisal, develop standards as to management 
needs. The final decisions then represent a weighing of the costs 
involved in the light of management needs and a balancing of the two 
factors to determine the point of maximum return. This is not to deny 
that these standards may and should change in the light of new in- 
sights and greater understanding of the uses to which the cost account- 
ing data can be put. It simply means that at any given time the stand- 
ards are the basis for the appraisal. 


With the underlying basis of appraisal established, we may now 
divide the total appraisal into several major parts. The first of these has 
to do with the current routine aspects of the system—the primary pa- 
pers and forms used, the current summarization of the recorded data, 
the ledger records, and the reports prepared. In all of these operations 
certain general standards may well be kept in mind: 
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(1)—Maximum Simplicity. 

Reference here is to the understandability of the form and the 

ease with which it can be prepared under the particular conditions 

involved. 

(2)—Responsibility for Preparation. 

It is important that responsibility be fixed for the preparation of the 

paper, summary or report and that this responsibility be evidenced 

on the form. 

(3)—Counter-Checks on Accuracy. 

This includes independent approvals or proof of accuracy through 

some other independent routine. 

(4)—Checks on Efficiency. 

Observations as to incomplete or improper use may provide the clue 

to unnecessary requirements or as to other defective features. 

(5)—General Use of the Information. 

A major standard of appraisal lies in the use made currently of 
the information and the extent to which reports are based thereon. In 
this connection, consideration should also be given to the necessity and 
propriety of extra copies. 

The accounting for labor can perhaps be used, as an example, of 
the problems involved in carrying out the appraisal. In that connection 
the following checklist of things for consideration may be suggestive: 

(1)—The manner in which the basic labor ticket is prepared—by 
whom, when and under what conditions. 

(2)—The existing assurances of accuracy through independent ap- 
provals or through other controls such as time checkers and 
the like. 

(3)—Is the labor ticket easy to handle and prepare? 

(4)—The use made of the information—as for example, solely as a 
basis of cost distribution or as the basis of pay. 

(5)—The adequacy of control over time clocks. 

(6)—The independent tie-in of clock card records with labor ticket 

and distribution records. 

(7)—The control and administration of overtime. 

(8)—The independent tie-in of pay records with production 
records. 

(9)—The extent of the independent controls over pay—including 
the control over unclaimed pay. 

A most significant part of the current routines involves the many 
summaries, daily, weekly and monthly reports of all types. Consider- 
ation should be given in all cases to the manner in which the informa- 
tion is obtained and the accuracy of the compilation through inde- 


The Internal Auditor and His Relationship 35 


pendent checks and approvals. From a form standpoint also the report 
should be appraised as to its general suitability and maximum sim- 
plicity. Finally the report should be appraised as to the general value of 
the information reported as demonstrated by proof of what use is being 
made of the data there presented. 





Where the use of the report is for other system purposes—as for 
example a time report upon the basis of which payrolls are compiled— 
the general internal check and control aspects must be emphasized. 
Where the use is for managerial purposes, consideration should, of 
course, be given to the adequacy of the information to meet manage- 
ment needs. This is a phase of the appraisal to which, of course, there 
is no easy answer. It is an area, however, where one of the greatest 
contributions can be made through adaptation of the form and content 
of reports so that management gets needed information in the simplest 
and most direct manner. 

Turning now to a second major area of appraisal we have the 
broad question of the policies and principles which underlie the cost 
system. The basic cost accounting process is essentially the taking of 
given types of expenditures and breaking them down by direct charges 
and a variety of allocations for assignment to departments, processes, 
operations and the like—resulting eventually in assignment of costs 
to products produced or services rendered. While the direct charges 
can be compiled with substantial accuracy, the various allocations and 
reallocations are necessarily based on selected factors. The choice of the 
alternative bases or factors will, of course, produce different results 
which are often substantial in amount—all of which directly affect the 
management decisions which may be made. It is here that the really 
important costing decisions are made which exert tremendous influence 
on the final data and on the subsequent thinking of management. 
Here, as nowhere else, perspective must be maintained plus a good 
deal of common sense and practical judgment. 

Let us consider more specifically some of the major features of this 
phase of the appraisal. Such questions as the following will perhaps be 
suggestive: 

(1) The extent to which the carrying of direct charges is war- 
ranted in terms of value of the greater accuracy as compared with the 
cost involved. 

(2) The question on the other hand as to whether allocations 
on available bases are sufficiently accurate as compared with direct 
charges. 

(3) The appraisal in the case of each type of allocation as to 
whether the choice of the basis is sound, whether it reasonably meas- 
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ures the benefits thus assigned, and whether a more .suitable basis 
might not be more accurate; assuming, of course, the use of the alter- 
native basis does not involve undue cost. 


(4) Whether over-all rates for plants, or even departments, are 
sufficiently accurate, considering the nature of the operations carried on 
in that plant or department. 


(5) Whether adequate recognition is given to costs specifically 
attributable to training, waste, defective work, inefficiency, idle capacity 
and the like. 


(6) The soundness of standards or other predetermined costs and 
the provision for adequate analysis of variances from those standards. 


(7) The extent to which supplementary information is provided 
so that management can utilize the cost data for special purposes and 
special types of management decisions. 

There is a third major area of appraisal which is technically not 
cost accounting as such, but where important contributions can be made. 
I refer to the possibilities of developing conclusions as to matters such 
as improved production methods and manufacturing policies. Here the 
cost accountant and the internal auditor must proceed most cautiously 
because still other fields of specialization are directly involved. Never- 
theless, I think it can be safely said that a qualified cost accountant 
or auditor who is exposed to the company’s manufacturing operations 
and cost accounting system data, and who keeps a broad perspective of 
over-all company problems and objectives, can come up with ideas and 
conclusions which will provide the starting point at least for real im- 
provements, revised policies, and other actions which will be to the 
company’s interests. Certainly the accounting analysis is a sound starting 
point for pointing the way to the more general types of managerial 
action, and the accountant should do everything he can to help man- 
agement find the situations where greater efficiency and more intelligent 
management action is warranted. 

In all of the areas involving cost accounting analysis and appraisal 
there are certain temptations to which all of us as technical people fre- 
quently yield. These involve chiefly the inclination to over-emphasize 
the precision and technical detail with which we deal. Cost account- 
ants, for example, have frequently gone too far in setting up forms and 
procedures which involve a tremendous amount of detailed work, 
without considering first the cost of the work so performed and, second- 
ly, the generalities of the assumptions or limitations of the underlying 
bases upon which the entire structure of detailed calculations are based. 
This lack of practical sense has too frequently brought the cost account- 
ant into disrepute in the eyes of management and in these cases has 
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set up obstacles to rendering the really sound contributions that could 
otherwise be made. The solution of this problem, in my opinion, insofar 
as there can be anything which approaches a solution, lies in, first, giving 
more attention to the basic principles of cost determination, including the 
choice of the bases of allocation of costs, and, secondly, to explanations to 
management in a non-technical manner of these bases. Management 
can then be familiar with the bases and can then better understand 
and use the cost data which emerges as the end product of the entire 
costing procedure. All of this, of course, involves for the cost account- 
ant the greater development of the management point of view and 
a greater sense of what will pay its way in terms of management needs. 


CONCLUSION 


The cost accountant is the specialist and as such has the greater 
know-how of the entire cost accounting problem. He does, however, 
have a valuable aid in the internal auditor, who comes with a fresh 
approach geared to an over-all company viewpoint. The cost accountant 
should, therefore, regard the internal auditor’s review and appraisal 
as an additional protective check on the adequacy and general effec- 
tiveness of the cost accounting activities and as a source of new ideas. 
The real answer is, of course, cooperation between the two in a team- 
play spirit. 


Making an audit is more than harmonizing controls. 
It means a fluoroscope analysis of all operations of a busi 
ness; its trends, its market dangers and desires, its econo 
mies and extravagances, its product and potentials, prices 
and profits, caution and credit. The auditor’s prescription 
is therefore often responsible for many of the directives 
and correctives for better business stability and more 


equitable operating profit. 
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To be workable, a procedure must also be presented in written 
form and in easily understood language to those who will operate it. 
This, too, requires skill on the part of the procedures staff. If the desir- 
able qualities of the ideal procedures man were enumerated, we would 
have to include imagination, tact, diplomacy, salesmanship, good per- 
sonality, businesslike appearance, a working knowledge of accounting, 
good use of English, and, of course, proper background and training in 
procedures and methods. One of the large automobile companies, which 
has a sizable procedures staff, even insists that each staff member 
have some training in psychology. But here we would have a super- 
man, and, unfortunately, we can find him only in the comic strips. 
While we cannot hope to acquire such talent, every effort should be 
made to obtain men who have these attributes. It is unfortunate that 
our universities do not offer a specialized major in procedures and 
methods which would permit industry to obtain graduates for their 
staffs in the same manner that lawyers, chemists, and accountants 
are obtained. However, highly qualified men are sometimes available 
to you from other companies. Some desire to gain wider experience 
in several types of industry. A staff member of a large company may 
feel that a small office will provide better opportunities for over-all 
experience and the carrying out of his personal ideas. Younger mem- 
bers of your own organization who show a flair for this type of work 
may be upgraded to the procedures staff and trained by the older 
members of the department. 


If I seem to have given considerable weight to the staff itself, this 
has been entirely intentional. I cannot over-emphasize the fact that 
the introduction of successful procedures will be in direct proportion 
to the skill of the men devising them. 


ANALYZING YOUR METHODS PROBLEMS 


Assuming that we now have a qualified procedures staff, let us 
consider the development and installation of procedures. There are 
several phases in the analysis of the problem and its solution through 
the application of proper methods, and while there are many vari- 
ations in the titles assigned these several steps, they are, basically: 


1. Select the job to be surveyed. 


to 


Analyze the job. 
5. Develop the proper procedure. 
4. Install the procedure. 


5. Police the procedure to see that it is being followed. 
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SELECTING THE JOB TO BE SURVEYED 


Industry is in a constant state of flux. As new products are intro- 
duced they may be attended by changes in distribution methods and 
sales policies. Proper costing and accounting will have to be provided, 
and special handling through the billing and accounts receivable de- 
partments may be required. In such instances the need for procedures 
to cover the new situation is self-evident and selection is not neces- 
sary. The problem is merely one of fitting the necessary covering 
procedures into the over-all functions of the several departments 
affected. 

For serious cost reductions, however, we must look at the large- 
volume jobs which are common in whole or in part to most businesses. 
These are (1) the procurement functions — purchasing, receiving, 
warehousing, and accounts payable; (2) the disposal functions — 
order entry, shipping, billing, and accounts receivable; and (3) the 
allied accounting functions — sales accounting, cost accounting, fac- 
tory accounting, general accounting, timekeeping, and so on, depending 
upon whether the business is manufacturing or entirely commercial. 

If any of these departments are using obviously antiquated and 
costly methods, they should of course be brought up to date, and the 
selection of jobs to be studied is not difficult. Under such circumstances 
it is merely a matter of choosing the largest function first, or working 
where the savings will probably be the greatest. 

But assume that all departments appear to be using modern 
methods and equipment, and that a cursory examination of their 
activities reflects a general attitude of efficiency. How, then, shall we 
select the job? In my opinion, the “comparative” method is the best 
approach. If figures on past performance are available on the cost 
of production (the cost per invoice to customer, the cost per invoice 
audited and paid to suppliers, the cost for timekeeping per direct 
worker), a comparison of present costs may disclose a serious increase 
over prior years. The fact that the increase may be almost entirely 
attributable to economics or to so-called “cost-of-living” salary increases 
creates more than ever a challenge to find ways and means of doing 
the job more economically. Lacking statistics for prior years for com- 
parison, we may establish present costs and compare them with costs 
of competitors, or with other companies having a similar department 
or function. When properly approached, other companies seem equally 
anxious to apply such a yardstick to their own costs and will cooperate 
in the interchange of data on methods and procedures. 

The selection of the job to be studied may be the result of new 
or improved mechanical equipment, earlier models of which have 
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been used or considered in the past and found to be uneconomical. 
These are just a few of the ways in which the activity to be studied 
is selected. 


ANALYZING THE JOB 


It goes without saying that this is the most important step in the 
procedure. This is the diagnosis upon which will depend the course 
of treatment. At the outset, arrange for a frank and informal discus- 
sion with the department manager of the activity to be surveyed. Go 
to his department, rather than call him to your office. You are seeking 
his aid and enlisting his cooperation and unless you are successful, 
your job becomes extremely difficult, and the results mediocre. This 
initial conversation must be conducted with great care. It challenges 
the diplomatic ability of the procedures staff, and it is generally better 
that the manager of the procedures staff personally handle this assign- 
ment. Remember that in many instances the manager of the activity 
to be surveyed has had many years of experience with his department 
and he may interpret the survey as a question of his ability to operate 
his department efficiently. 

It is necessary therefore to create a desire on the part of the 
department manager to have the survey performed. Point out that 
your knowledge of his department is only general and that you must 
depend to a great extent on his knowledge of the details. You realize 
that he is busy and that his employees are busy and it is your wish 
to complete the survey with as little confusion as possible. Explain 
that you are aware his work permits him little time to delve into 
the vast amount of research and consultation with equipment repre- 
sentatives which must be done to keep abreast of the best developments 
and, while you can’t guarantee any astounding savings, perhaps with 
your experience in procedures and equipment and his experience with 
the department, a better flow of work with less fatigue to his employees 
can be developed. If this initial cooperation can be enlisted, savings 
will follow naturally, and your subsequent periodic surveys will be 
welcomed. 


The department manager should be informed about the particular 
procedures analyst who will be assigned to work in his department and 
he should in turn so inform the personnel of his department, request- 
ing their full cooperation to the end that the best possible equipment 
and methods be acquired for their use. At the same time each employee 
should be given several copies of a form captioned, “Analysis of Activi- 
ties,” which has previously been given to the manager. In composing 
this form, the use of such terms as “time study” or “motion analysis,” 
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which suggest that the employee is being analyzed rather than the job, 
must be avoided. While these are commonly used in the technique of the 
modern work analyst, the tempo of economy drives, accelerated by 
postwar competition, has caused employees to view such terms with 
suspicion. 

More and more salary administration departments, employee- 
training departments, and others are utilizing these modern techniques 
for employee measurement—for job-knowledge requirements, for salary 
classification, for merit ratings, and so on. As additional yardsticks are 
developed and applied in industrial measurement, employees will tend 
to feel more keenly that they are being treated as biological specimens 
to be observed under a micrescope to see what makes them tick. Un- 
fortunately, these yardsticks are necessary if we are to keep the lid 
on office costs, but care will have to be exercised if they are not to 
defeat their own end. 

Getting back to the explanatory form, I believe it worth describing 
because it involves a principle, rather than a method. 


TO THE EMPLOYEE 


Because we think you know more about your work than any- 
one else, we want you to tell us how you go about doing it. If we 
know how your work and that of your teammates is performed, 
possibly we can make your work more interesting, with less fatigue 
for you and greater effectiveness for the department. 

By correlating the experience of your department with that 
of others, better methods can be developed and employees in other 
departments and other plants may profit from them. 

In addition, this information is required as a guide for new 
employee training, for the performance of work during vacation 
periods or periods of illness, to provide our public auditors with 
information which will permit them to judge the adequacy of in- 
ternal controls, and to provide data which will give the special 
information required by management, government, various re- 
ports, etc. 


INSTRUCTIONS FOR FILLING OUT ANALYSIS OF ACTIVITIES 


A. Write down briefly the various operations you go through 
each day—starting with the first thing you do and continuing 
in the usual sequence you follow in performing your day’s work. 

B. Following your daily duties, record the work you do only 
periodically, such as the preparation of weekly, monthly, or an- 
nual reports. 
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C. For each operation, state the name of the form as well as 
the form number that you are working with-—that is, the name of 
the form you are posting to, posting from, balancing to, typing, 
etc. 

D. If possible, attach copies of forms, reports, worksheets, 
etc., that you work with or prepare. 

E. Record the total time it usually takes you to process your 
work through each operation (or group of operations, if several 
things are being done at one time). For example, if you start a 
job around 9:30 A.M. and you usually complete it about 10:10 
A.M., then you should record “40 minutes” under the column 
captioned “Hours” under the proper frequency column (“Daily,” 
“Weekly,” etc.). An analysis of the time you show will be helpful 
in determining “Peak Loads” and eliminating any “Bottlenecks” 
in the flow of work. 

Please record every operation you perform and the time 
usually required to do it. 

With the exception of highly repetitive work, where incentive 
rates may be applied, we believe this method will produce better re- 
sults than a stop watch. If a stop watch is employed, the worker feels 
that little consideration is given to his thinking capacity, that speed 
only is important. No one likes to be made to appear unimportant, and 
resentment may easily result in erroneous time measurements. On 
the other hand, each one of us wonders if the boss has any idea of 


} ] 


the tremendous amount of work we do each day! Here, then, is an 


opportunity to list the numerous things that take up so much time, and 
which will 


l also provide the procedures analyst with the facts he must 
have. 

When the sheets have been completed, they are turned to the 
department manager for review and forwarded to the procedures de- 
partment. After sorting the forms into operations of more or less iden 
tical nature (where volume is large enough to require several em- 
ployees), the analyst interviews a sufficient number of employees for 
additional details and for a good understanding of the flow of work 
from one operation to the next. During these interviews, the employees 
are encouraged to suggest improvements or eliminations which will 
make their work easier. It is particularly important to find out whether 
papers are coming to their desks improperly processed by other em- 
ployees of departments. All these facts are carefully noted for later 
consideration. 

Whenever possible, a sample of the forms processed by each em- 
ployee is obtained and typical entries are made for the analyst by the 
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employee. This helps him to determine whether the employee is repre- 
sentative as to speed and general efficiency. With the output of these 
“average” employees used as a basis, the total number of employees 
needed to perform the work may be ascertained by correlation with the 
total output required by the department. 


Working from the “Analysis of Activity” forms and his obser- 
vation notes, the analyst now prepares a flow chart covering the entire 
department, assigning numbers to each operation, and using the same 
number on the analysis form for quick reference. 


Since the flow chart is an over-all picture, it should not be clut- 
tered with too many details. Reference to the analysis forms will pro- 
vide information regarding the size of forms, whether carbon is inserted, 
whether fanfold, and similar details. 

Keeping in mind the ultimate objective of the department's effort, 
and having developed a picture of how that objective is reached, we are 
ready to examine each operation to determine whether it is being 
performed in the most satisfactory way—and to develop a better pro- 
cedure if it is not. 


DEVELOPING THE PROPER PROCEDURE 


This phase, the development of proper procedure, brings into play 
the analyst’s knowledge of work flow, of form design, and the various 
types of office machines and equipment. He must consider their limita- 
tions as well as their capabilities, and their cost in relation to present 
methods. Care must be exercised if machine methods are being con- 
sidered to replace hand methods, so that the installation will not require 
too highly skilled operators because this can result in a crippling of 
the department’s production in the event of the operator’s protracted 
illness or vacation time. 

We all remember the difficulty encountered during the war years 
in obtaining capable employees for the operation of relatively simple 
office machines. Length of training period is, therefore, a factor in 
selection of mechanical equipment. Of particular importance 


is the 
selection of proven, accepted equipment—or if the equipment is 
entirely new and therefore not tested by time, it should be adaptable 
for use in other office operations in the event of future procedural 
changes. If, after consideration of these factors, a machine operation is 
indicated, it should be discussed with the machine manufacturer's 
local representative. His intimate knowledge of the machine under 
consideration and its use in other applications will prove extremely 
helpful in extracting maximum benefits and in developing the pro- 


cedure wherein it is to be used. Thése machine company representa- 
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tives are generally good procedures men in their own right, and while 
they are, of course, anxious to sell their own equipment, their help will 
prove invaluable if they are willing to prove that a savings can be made. 
If the contemplated change is a major one involving a large expenditure, 
it is sometimes advisable to install the proposed method on a test basis to 
eliminate unforeseeable “bugs” before making a final decision. 

Each operation of the department, as indicated by the fle~y chart, is 
thus considered, studied, and analyzed until a better, more :conomical 
method is found or until the analyst is convinced that the method in 
use cannot be improved at the time. Working from the revised flow 
chart, the analyst should now reduce the proposed new procedure to 
writing, with clear instructions for all concerned with its successful 
operation. 


INSTALLING THE PROCEDURE 


Before the new procedure can be installed, however, it must have 
executive approval. Now I know of some companies where the pro- 
cedures department first obtains executive approval, next issues a pro- 
cedures bulletin, and then the new system becomes law. It seems to me 
that under this plan there must be many instances where the manager 
of the department who must operate the new system could point out 
deficiencies which make the procedure impractical and which could 
have been avoided had he been consulted. 

In my company, the proposed procedure is put into draft form and 
circulated to all persons concerned, for their approval by signature. 
Only then is it submitted for executive approval. We believe this plan 
saves time for our executives, who have before them the written ap- 
proval of the people charged with the responsibility of operating the 
new procedure and for the volume and quality of work to be produced 
through its use. Those signatures, on file in the procedures department, 
are the best possible insurance that the new methods have been care- 
fully reviewed and all necessary revisions made before installation. 

You are probably wondering what happens if a manager refuses 
to approve the proposed system. You can, of course, prove to top man- 
agement that the system should be installed and obtain top approval over 
the department manager’s veto, but I don’t believe the system would be 
successful under such circumstances. We have had a number of such 
refusals, but have found that if the system is sound and intelligently 
thought through, it can be sold. Sometimes it is a matter of giving in a 
little on a particular point. As a last resort, appeal to the manager’s 
sense of fairness. You might say, “Bill, ’'m convinced this will work, 
and if it will I sure hate to pass up the savings that can be effected. 
Will you give it a fair trial for 60 days? If it doesn’t work, then we'll 
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both be convinced.” Now Bill can’t very well counter by saying, “Let's 
not install it for 60 days and we'll both be convinced.” You can usually 
get his name on the dotted line even though you may have to accept 
a qualification of “60 days only.” 

In issuing instructions covering a new procedure, numbered bul- 
letins are used. These are distributed only to those people who will play 
some part in the new program. (Certain executives, of course, receive 
copies of all bulletins.) If more than one department is involved in the 
installation, the procedure instructions, while all-inclusive, outline 
separately each department’s responsibility. In my opinion, the bulletin 
method is superior to and certainly more economical than the procedures 
manual, whereby all departments have a complete manual covering 
many operations in which they have no interest. To keep such a manual 
up to date is an almost impossible task and requires the reading of every 
release by every manual holder to determine whether he is involved. We 
feel it is important to include in our bulletins a brief statement of the 
purpose of the new procedure, that is, what it accomplishes—the elimi- 
nation of forms, a better control, etc. An employee will naturally fol- 
low instructions more willingly if he is informed of their purpose. 

As to the actual installation of the new procedure, if only the flow 
of work is affected, little help is required by the department. But if new 
forms must be designed, or new mechanical equipment put into use, 
every possible aid is extended by the procedures department until the 
new method is understood by all the employees and is working as 
smoothly as is possible for a new installation. Here, again, the manu- 
facturer’s representative whose equipment is on trial will be anxious 
to lend any assistance possible. 


POLICING THE PROCEDURE 


The final phase of good methods installation is policing it to see 
that the approved procedure is being complied with. This step is too 
often overlooked due to the pressure of other work. Rest assured, how- 
ever, that procedures and methods will never become static. The pro- 
cedures department will never be able to sit back and watch the wheels 
turn—the new use of electronics in office machinery alone will pre- 
clude this for some years to come. The policing step, therefore, must 
be incorporated as part of the procedures department’s job. 


SOME GENERAL OBSERVATIONS 


In closing, I would like to present a few thoughts which seem to 


me to be factors contributing to the development of successful, workable 
methods and systems. 











48 The Internal Auditor 


In preparing procedure instructions, steer clear of too many don'ts, 
such as “Do not file until verified,” and so on. Most of us remember with 
some resentment childhood days filled with “Don’t do this,” and “Don’t 
do that.” If the employee is capable of handling a part of your business, 
he is entitled to adult treatment. It’s better to say, “Form ‘X’ shall be 
verified before filing.” 

Be sure to cover all personnel involved in the development of, and 
in instructions covering, a procedure. For example, nothing will damage 
the teamwork so necessary in this work more quickly than the ill feeling 
engendered in the department manager who was not consulted about a 
move which affects his department and who first learns of it indirectly. 

If the procedure involves cash, merchandise, or their equivalent, 
check with the auditing department to be sure that your proposed 
changes follow good auditing practice and provide adequate protection 
against loss. 

Flow charts should not be used in procedure instructions, as they 
are too formidable for those not versed in their use. They should be 
considered as a working tool only. It is quite all right, however, to pro- 
vide the department manager with a copy of the flow chart, in order 
that he may be constantly on the alert for improvements. 

Procedures should not be considered which would restrict the de- 
partment manager with respect to the making of minor changes within 
his own department. On the other hand, major changes, or any which 
might affect another department, should by all means be cleared through 
the procedures department. 

Don’t install procedures based on trick contrivances just so visitors 
will see how modern and streamlined you are. In spite of the strides 
already made and being made in improving office equipment, there are 
still many operations that can be more economically performed with 
that simple little affair, the pencil. 

I have a cartoon on the wall of my office that faces my desk, and 
which is a constant reminder to me in developing methods, that the 
other fellow is the one who has to work with them. It depicts a large 
office at 8:00 A.M. The employees are standing at their desks with bowed 
heads, and the boss is saying, “Before starting work, let us pause the usual 
two minutes in silent prayer, for strength to face the day’s new forms 
and instructions.” 


A JURISDICTIONAL DISPUTE 
IN THE PROFESSIONS 


HILE WE INTERNAL AUDITORS are concerned primarily with prob- 
lems within business, our backgrounds and affiliations are such 
that any matter affecting the allied profession of public accounting is of 
particular interest. It is for this reason that we publish for our readers 
a summary of developments in the Bercu case, in which the New York 
County Lawyers Association, as petitioner, sought to have Bernard 
Bercu, the respondent (and a Certified Public Accountant of the State 
of New York) adjudged in contempt of court and enjoined from the 
continuance of the unlawful practice of the law. 

We believe this of particular interest because of the trend in state 
and federal legislation toward restriction of tax advice and practice 
to members of the legal profession. Our effort here is simply to present 
a factual account to our readers so that they may be informed of cur- 
rent developments in one state. 


FACTS IN THE CASE 


3ernard Bercu has practiced as a Certified Public Accountant in the 
State of New York since receiving his certificate in 1924. He is not a 
lawyer. From December, 1945 he has been admitted to practice before 
the Treasury Department of the United States. 

In 1943, the Croft Steel Products, Inc., made a settlement with the 
City of New York for sales taxes applicable to the years 1935, 1936 and 
1957. The question arose as to whether the payment could be deducted 
from 1943 income or had to be allocated to the years to which it applied. 
This was a question of importance because in 1943 the Croft Company 
was liable for substantial taxes, while it had shown no profit in the 
years 1955, 1936 and 1937. 

The regular accountant for the corporation, who was also a lawyer, 
advised that the payment was not deductible from 1943 income for tax 
purposes. In a discussion with the Croft Company president, Bercu stated 
that he was of the opinion that the payment was deductible. Bercu then 
undertook a study of reported decisions and found a 1941 ruling of 
the Internal Revenue Bureau which sustained his position. He then 
prepared a memorandum to the Croft Company stating his findings, 
and billed the Croft Company for his services. 

Payment to him was refused and, when suit was brought by him 
in Municipal Court, his suit was dismissed on the ground that his 
actions constituted the unlawful practice of law. 
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From this, there stemmed the proceedings brought by the New 
York County Lawyers’ Association in the Supreme Court of New York 
State which found for Bercu. The case was then appealed to the Ap- 
pellate Division of the Supreme Court which reversed the first decision 
and granted the judgment of contempt and the injunction against 
Bercu. At the present time, a further appeal is being taken to the Court 
of Appeals, which is the highest court in New York State. 

It should be remembered that, in this action, the quality of the 
advice given by Bercu was not in question; the entire case hinged on 
whether or not Bercu was engaging in the unlawful practice of law 


in giving and charging for any advice in this tax matter. 


SUPREME COURT -—— SPECIAL TERM DECISION 


In the proceeding in the Supreme Court before Justice B. L. 
Shientag, the decision was in favor of Bercu. 
Some excerpts from the decision are of interest: 

“A realistic approach must be made to a solution of this phase 
of the problem (whether Bercu, in rendering the services which 
have been described, was illegally practicing law). The accountant, 
when he prepares an income tax report, has to be familiar with 
the Income Tax Law, the decisions of the courts relating thereto 
and the rulings of the administrative agency which is in charge of 
enforcement. ... Merely because an accountant gives advice which 
may ultimately lead to litigation and impliedly prophesies the out- 
come of that litigation, it does not follow that he is illegally prac- 
ticing law. The question, so far as the accountant is concerned, is 
whether the advice that is given deals primarily with proper ac- 
counting practice under the Income Tax Law. . . . Even in con- 
nection with his actual preparation of an income tax return, a 
certified public accountant, not himself a lawyer, may not law- 
fully perform research work for his client or give him advice on 
any problem involving a knowledge of law, which is aside from 
the tax law itself. . . . The advice which the respondent Bercu 
gave in this case was based upon a ruling of the Income Tax Unit 
of the Treasury Department. This is an administrative ruling 
which does not even bind the Department, much less the courts. 
The Department promulgating these rulings is staffed principally 
by accountants. Bercu undoubtedly knew this and treated the rul- 
ing as amounting to what was considered by accountants to be 
sound accounting practice. . . . In this country, from the inception 
of income taxation, the tax field, both federal and state and on the 


side of the government as well as the taxpayer,- has been to a large 
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extent turned over to the accounting profession. . . . The bar was 
not prepared to deal with these specialized problems; the account- 
ants were, and they stepped in immediately. On the federal side 
both the Treasury Department and the Tax Court of the United 
States admitted certified public accountants to practice before them. 
. .. It is only by closing our eyes to the realities of practice in the 
business community that it can be contended that the privilege to 
appear before the Treasury Department and to present the claims 
of taxpayers to that Department has any substance or meaning 
without the accompanying privilege of advising taxpayers about 
those same matters.” 

These quotations and a study of the complete decision show that 
the decision of Justice Shientag was based upon a realistic approach 
considering the tax laws and rulings as being primarily concerned with 
accounting problems. As such, certified public accountants were con- 
sidered to be able and qualified to give advice on tax matters, subject 
only to the limitation that such advice did not infringe on purely legal 
questions, “such as domicile,—the construction of a will—or any other 
legal document, upon which tax liability may on occasion depend.” 


SUPREME COURT — APPELLATE DIVISION DECISION 


In the appeal, the Appellate Division of the Supreme Court of 
New York, with four judges concurring and one dissenting, reversed 
the original decision. 

We quote from their decision: 

“The case is not an easy one because of the overlapping of law 
and accounting. An accountant must be familiar to a considerable 
extent with tax law and must employ his knowledge of law in his 
accounting practice. By the same token, a tax lawyer must have an 
understanding of accounting. It is difficult, therefore, to draw a 
precise line in the tax area between the field of the accountant and 
the field of the lawyer. Unless we are to say, however, that because 
common ground exists between the lawyer and the accountant in 
the tax area no bounds may be recognized between them, some 
line of demarcation must be observed. . . . 

“The accountant serves in setting up or auditing books, or ad- 
‘vising with respect to the keeping of books and records, the making 
of entries therein and the handling of transactions for tax purposes 
and the preparation of tax returns. Naturally his work and advice 
must take cognizance of the law and conform with the law, par- 
ticularly the tax law. The application of legal knowledge in such 
work, however, is only incidental to the accounting functions. It is 
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not expected or permitted of the accountant, despite his knowledge 
or use of the law, to give legal advice which is unconnected with 
accounting work. That is exactly what this respondent (Bercu) 
did. He was doing no accounting work for the Croft Company 
within the ordinary or proper conception of an accountant’s work. 
He had nothing to do with the Croft Company books or its tax 
return. . . . The facts were all fixed and the only question was 
what view the tax authorities and ultimately the courts would take 
as to the years in which the payment of the City’s tax claims would 
be deductible for federal tax purposes. In short, legal advice was 
sought and given on a question of law. . . . 


“An accountant may know more about the tax law than some 
law practitioners, just as a labor relations advisor, trust officer or 
customs broker may know more about the law relating to their 
businesses than many lawyers not specialists in the law relating 
to such business. A layman may know a lot of law about a particu- 
lar subject, upon the knowledge of which he may rely at his own 
risk in his own business. He may not, however, set himself up as 
a public consultant on the law of his specialty. If the services of a 
specialist in some particular branch of the law are required, the 
public must still turn to the bar, for all the reasons of public pro- 
tection for which the bar and bar standards are maintained. 
Technicians are needed to serve in bureaus and agencies and in 
numerous non-legal capacities, but the counsellor licensed and 
trusted to advise the public with respect to the law must be a duly 
qualified and admitted lawyer. We are unable, therefore, to regard 
the admission of accountants, subject to certain qualifications and 
regulations of the Treasury Department and the Tax Court, to 
practice before those agencies, as an authorization to accountants 
to practice tax law at large or as an eradication of the distinction 
between the lawyer’s and the accountant’s function in the tax 
field.... 

“It is much too narrow a view, and one revealing inadequate 
perception, to regard the tax law as mainly a matter of accounting. 
Viore than most pec alties in the law. tax law is drawn from and in- 
volved with many branches of law. It bridges and is intimately con- 
nected, for example, with corporation law, partnership law, property 
law, the law of sales, trusts and frequently constitutional law. Quite 
obviously, one trained only in accounting, regardless of specific tax 
knowledge, does not have the orientation even in tax law to qualify 
as a tax lawyer. Equally obviously, as a matter of administration, 


he may not practice any phase of tax law, regardless of what might 
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be his subjective qualifications for the particular undertaking. In- 
quiry cannot be made in each case as to whether the particular 
accountant or accountants generally are sufficiently familiar with 
the law on a particular tax question to be qualified to answer it. 
An objective line must be drawn, and the point at which it must 
be drawn, at very least, is where the accountant or non-lawyer 
undertakes to pass upon a legal question apart from the regular 
pursuit of his calling. 


“Respondent concedes that an accountant may not practice 
law. He is obliged, therefore, in support of his claimed freedom of 
action in the tax field, to resort to nomenclature which eliminates 
the word and concept of ‘law’ from the tax area. The excellent brief 
in behalf of respondent, always employing the word ‘taxation’ in- 
stead of ‘tax law,” presents ‘taxation’ as something sui generis and 
apart from law. The negation of taxation as law is made complete 
by presenting the question upon which respondent passed this case, 
after studying a score or more of the hundreds of cases on the 
subject, as a question of ‘tax accounting’ and as such a question 
of fact and not a question of law.” 

“The preparation of an income tax return is not primarily 
a matter of law and generally and mainly is not a matter of law. 
It may usually be prepared by one having no legal knowledge, 
from instructions prepared for lay consumption, or by one having 
only incidental legal knowledge. A taxpayer should not be required 
therefore, and is not required, to go to a lawyer to have a tax re- 
turn prepared. It is a practical, reasonable and proper accommo- 
dation to business men and the accounting profession not only to 
permit accountants to prepare tax returns but to permit them, 
despite the risks involved, to assume jurisdiction of the incidental 
legal questions that may arise in connection with preparing tax 
returns. . . . It is precisely out of consideration of the interests 
which respondent emphasized, that a taxpayer may, if he wishes, 
leave the entire preparation of the tax return to his accountant, 
legal incidents included, without the necessity of engaging a lawyer. 
... When, however, a taxpayer is confronted with a tax question so 
involved and difficult that it must go beyond its regular account- 
ant and seek outside tax law advice, the considerations of con. 
venience and economy in favor of letting its accountant handle the 
matter no longer apply, and considerations of public protection 
require that such advice be sought from a qualified lawyer. At that 
point, at least, the line must be drawn... .” 

The above quotations and study of the complete decision show 
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that the principal elements in reversal by the Appellate Division were: 

(a) Consideration of the Tax law as law and, as such, to be 
principally interpreted by lawyers. 

(b) Concession of the right of the usual accountants of a client 
to operate on tax matters to any extent but only to the point 
where outside legal consultative advice should be sought. 

(c) Denial of the right of accountants to operate as independent 
outside consultants in matters pertaining to tax law. 

It will be seen that this decision places principal emphasis on the 
confidence of a company in the knowledge and competence of its 
regular accountant in tax matters. Should the company wish outside 
confirmation, or should the accountant wish to check on some spe- 
cialized phase in connection with tax work, they would be constrained 
to seek advice from a qualified tax lawyer. 


CONCLUSION 


t is not our intention to pass an opinion upon either the original 
decision or the reversing opinion. We do believe that this is a matter of 
interest and importance to all accountants, and it is with this in mind 
that we have presented it to our readers. We will give a subsequent 
report on any later decisions. 


TRUTH 

Truth is not the exclusive property of any one person. 
Nor is a truth expressible in only one set of words or one 
manner of delivery. That man who is so sure he is right 
that he dares blurt out his thoughts rough-shod, so to 
speak, needs Pope’s reminder that “Blunt truths do more 
mischief than nice falsehoods do.” Whoever has right 
and truth on his side has ample reason to be gracious and 
tactful in his words and manner. The possession of truth 
should make a man careful that he does it no violence. 


C. W. Mears in The Toastmaster 





RESEARCH COMMITTEE NOTES 
VICTOR Z. BRINK 
CHAIRMAN OF RESEARCH 


gc oceen tae o chairmen have now been assigned for twenty-nine 
chapters of Research Project No. 2 — Special Internal Control Prob- 
lems in Selected Industries. In order that the membership may have the 
final revised list of assignments, it is presented herewith: 


Research Committee Subcommittee 
Industry Member Assigned Chairman 
Mining Atkisson Daniel H. Johnson 


: , a : Cleveland, Ohio 
Smelting and Refining of Non- 


Ferrous Metals Atkisson Ross Petrie 


' oa New York, N. Y. 
Smelting and Refining of Fer- 


rous Metals Atkisson Wilbert A. Walker 
Pittsburgh, Pa 
Lumbering Atkisson Robert E. Price 
Detroit, Michigan 
Meat Packers Child Wrm. J. L. Townsend 
Toronto, Canada 
Food Processing Child H. J. Wendt 
New York, N. Y 
Construction Child George R. Weitzel 
Baltimore, Maryland 
Chain Stores Child C. S. Zalewski 
Chicago, Illinois 
Department Stores Cunningham *Carl Fishbach 


R. H. Macy & Co. 
New York, N. Y 
Printing and Publishing Cunningham John F. Sengstack 
New York, N. Y. 
Automobile Manufacturing 


and Distribution Cunningham Dan H. Butler 
Detroit, Michigan 
Pulp and Paper Cunningham Robert L. Bentley 


New York, N. Y 
Petroleum Exploration and 


Production Kimball H. F. Anderson 
Los Angeles, Calif 
Petroleum Refining Kimball James P. Mille~, Jr. 
Philadelphia, Pa 
Petroleum Marketing Kimball Artur H. Kent 


San Francisco, Calif. 


Or 
Or 
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Research Committee Subcommittee 
Industry Member Assigned Chairman 
Motion Pictures and 
Entertainment Kimball Peter A. Schlenker 
arn New York, N. Y. 
Public Utilities Milne Chas. J. Ghesquiere 
; ‘ Detroit, Michigan 
Textiles Manufacturing Milne E. W. Manning 
i Boston, Mass. 
Hotels Milne *Louis Toth 
Horvath & Horvath 
" : : New York, N. Y. 
Chemicals Milne W. A. Critchley 
ois Pittsburgh, Pa. 
Airlines Thurston K. J. McBride 
4 Chicago, Il. 
Heavy Goods Manufacturing Thurston James Parker 
/ Chicago, Ill. 
Banks Brink A. Eugene Adams 
New York, N. Y. 
Insurance Brink J. Ernest Laurie 
: : New York, N. Y. 
Railroads Brink Norman H. Dieter 
ak _ ‘ New York, N. Y. 
Shipping (Maritime) Brink *W. T. Cole 
Alcoa St’ship Co., Inc. 
New York, N. Y. 
Brewing Brink Mer! P. Olsen 
St. Louis, Mo. 
Rubber Brink F. M. Kassinger 
me, Cleveland (Ak.) Ohio 
Milling Brink R. J. Harrigan 


Minneapolis, Minn. 
*Non-member. 


Of special importance is the fact that the forenoon of October 19, 
1948 of the Seventh Annual Conference has been given over by the 
Program Committee to group meetings by industries. These group meet- 
ings will follow the above chapter assignments and will be under the 
direction of the subcommittee chairman in each case, or his representa- 
tive. It is intended that each group meeting will discuss industry prob- 
lems in general and also the material prepared by the particular 
subcommittee. 

It is suggested that each member write to the subcommittee chair- 
man of the industry group he is interested in and secure in advance a 
draft copy of the chapter, or, in some cases it will be an outline, so that 
this can be studied prior to the meeting. Your cooperation on this will 
be appreciated by all subcommittee chairmen and by the Research 
Committee. 


ARTICLES OF INTEREST 
TO INTERNAL AUDITORS 


JOHN F. BRADY, Member of the Editorial Committee, directs 
attention to the following articles of interest: 


Subject: The Rise and Fall of Lifo 
By: Edward B. Wilcox, Certified Public Accountant 
Published in The Canadian Chartered Accountant, April 1948. 


Edward B. Wilcox discusses all aspects of the Lifo principle of in- 
ventory evaluation and indicates that it is not as new as the present 
inflationary high tax era; that the base-stock method has been rec- 
ognized for as many years, and Lifo was just a modification of it; 
that these ideas antedated the present emphasis on income determi- 
nation and were really more in the nature of conservative balance- 
sheet devices. He further states that it was the combination of 
rising prices, emphasis on determination of income and regulations 
permitting its use for income tax purposes while rates were high, 
that raised Lifo to its position of current prominence. In continuing 
his discussion, he indicates that the various aspects of this subject 
and the early limitation of the applicability of Lifo to fungible 
goods has been progressively abandoned until we are now con- 
fronted with index number pricing of department store inventories 
Mr. Wilcox proceeds to show that Hifo, Nifo and Moti came into 
being as offsprings of the Lifo principle and observes that we in- 
advertently opened Pandora’s Box when we tried to improve income 
determination with Lifo, adding that it has greatly defeated that 
purpose to which the accounting profession in the United States has 
dedicated itself in recent years to narrow the areas of inconsistency 
in financial statements. The foregoing remarks are in striking con 
trast to those made by people who advocate the use of the Lifo 
principle in its various aspects; and this article can therefore be 
weighed in the light of them for a comprehensive understanding 
of the entire problem. 


Subject: Has Lifo Fallen? 
By: Maurice E. Peloubet, Certified Public Accountant 
Published in The Journal of Accountancy, April 1948. 


This paper was presented as a reply to an article, “The Rise and 
Fall of Lifo” by Edward B. Wilcox, which appeared in the Feb- 
ruary issue of the Journal of Accountancy as well as in the April, 
1948 issue of the Canadian Chartered Accountant 

Mr. Peloubet emphasizes the fact that Lifo neither came into being 
nor attained its present prominence as a result of inflationary condi- 
tions, that it was used by several large and representative enter 
prises in the 1920's and earlier, not under that particular name but 
as a type of base stock, which as Mr. Wilcox points out, Lifo re 
sembles in many ways. Mr. Peloubet further states that the com- 
panies which used Lifo in their corporate accounts but which were 
not able to have the method recognized for tax purposes, con- 
tinued the use of it and continued the advocacy of the method for 
corporate and taxation purposes through the rise in prices in the 
late 20’s and through the depths of depression in the 30’s. In com- 
menting on the position of the Treasury Department with respect 
to the use of Lifo in tax matters, Mr. Peloubet states that it is 
worth noting that there has been no recommendation by the Trea- 
sury Department or by the advisers to the Congressional Commit- 
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tees for the repeal or basic modification of Lifo, and that it is really 
difficult to find a basis for the statement that the Treasury De- 
partment has accepted Lifo “grudgingly” or that there has been 
any volume of long drawn-out controversies. He further indicates 
that the method or methods closely similar to it were in use in this 
country at least twenty years before it was permitted for tax pur- 
poses; that the method or similar methods were known and used in 
certain trades in Great Britain in the late 80’s and early 90's, and it 
was to some extent on the strength of this record that the Congres 
sional Committees were convinced that Lifo would be a 
method for determining taxable income 

This is a worthwhile and timely article and can be read with profit 
in the light of other articles which tend to disparage its use and 
other advocates who would be inclined to have its use recognized to 
a greater extent for tax purposes. 


correct 


The Impact of Rising Prices upon Accounting Procedures 
Samuel J. Broad, Certified Public Accountant 
Published in The Journal of Accountancy, July 1948. 


This paper was read at the Tenth Annual Institute on Accounting, 
The Ohio State University, Columbus, Ohio, May 21, 1948 by Sam 
uel J. Broad, in an effort to find a way for financial reporting. To 
this end, emphasis was placed upon the following timely points 
1. Conventional accounting reflects money income but when prices 
have changed rapidly it may fail by a substantial margin to 
reflect economic income, because some of the costs are measured 
in current dollars while other costs are measured in dollars of 
a different time, and therefore of a considerably different value. 


2. Accounting has partially recognized this by approving the Lifo 
method for inventories, but has approved no corresponding ad 
justment for depreciation of plant and equipment 

2 


3. Such an adjustment is desirable in income statements if they are 
to be as useful as possible, but it should be made by some method 
which is subject to objective measurement—not arbitrary 

+. The use of an index method to convert past plant expenditures 
and the resulting depreciation charges to current dollars meets 
this test. and is the most practicable and simple method yet 
suggested 

5. Uniformity may be desirable but insistence on uniformity 
should not be allowed to hamper progress. In order to provide 
ready comparability of results reported by different companies 
it is desirable, however, that the effects of the Lifo and Fifo in 
ventory methods and of alternative depreciation methods be iso 
lated, and shown up clearly in the financial statements 


Is Business Running Out of Cash? 


Jackson Martindell, Financial Advisor and 
Management Consultant 


Published in The Controller, June 1948. 


At the outset, Mr. Martindell, financial advisor and management 
consultant, states that the credit standing of the average corporation 
is weaker today than it was a year ago; that it is far weaker than 
it was during the 1929-1930 period and, further, that month by 
month, it is growing weaker; that a transformation is taking place 
in the nature of assets held as indicated by the seeping of cash out 
of the corporate coffers, by the growth of receivables and current 
payables in equal proportions, by the mounting of inventories at a 
rapid rate, by the expansion of plant at the highest rate in our in 
dustrial history, and also by the ratio of liquid assets to current 
liabilities deteriorating steadily. After making these alarming re 
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marks, he indicates that the business decisions we have been making 
have established a trend of utmost gravity which could combine 
the worst features of 1919 with the worst features of 1929, that the 
trend may not have set in had the orthodox accounting practices 
of prewar been continued and had we been less concerned with 
developing accounting safeguards and more with corporate safety. 
He then proceeds to illustrate by a statistical tabulation the net 
quick asset position of fifty leading corporations in 1946 compared 
with 1930 and again with 1947, and refers to how far from liquidity 
the average corporation is today compared to where it stood in 
1930. He points out the ever-present credit problems, the significance 
of contingency reserves and their effectiveness or lack of it in 
coping with business declines that may ultimately ensue. He 
emphasizes the lack of protection afforded by Lifo under certain cir- 
cumstances, and the question as to the desirability of further plant 
expansion which seemingly may weaken our corporate structures. 
Emphasis is placed upon the extreme lack of cash under present-day 
operating conditions. This article should be read in the light of 
world-wide conditions and the inflationary conditions that presently 
obtain. 


Subject: Danger Points of Financial Statements 


By: M. Wilfred Rice, Vice President of the National State Bank of 
Newark, New Jersey 


Published in National Auditgram, May 1948. 


Mr. Rice presented this paper to the New Jersey Conference and 
emphasized the various danger points in financial statements in- 
cluding the heavy liability position, the danger of many liabilities 
and the matter of inventories and sales where the inventory is quite 
substantial in relation to the sales volume. Mr. Rice also pointed 
out the danger of the investment in non-current assets where a 
company might have a huge equipment account acquired dur 
ing the war when a high sales volume obtained but which 
had dromned off to such an extent that there is a real disparity 
between the ratio of sales to the equipment and a corresponding 
loss in revenue due to a large part of the. plant not being used to 
capacity. Another danger cited by him is the disproportionate 
relationship between receivables and sales, and the necessity of 
bringing this condition to a more conservative level. The remarks 
made must be considered in connection with the inflationary con 
ditions that obtain and in the light of the backlog of orders that a 
company may reasonably enjoy over a period of time and for 
which its expansion program was projected 


Subject: Weakness in Financial Reporting Caused by Improper Use 
of Reserves 


By: Maurice H. Stans, Certified Public Accountant 
Published in The Journal of Accountancy, March 1948. 


In this paper emphasis is placed on the fact that too much variation 
exists in the use of words designating reserves; that present practice 
tends to confuse readers of financial statements especially in view 
of the varying meanings the word “reserve” conveys. Mr. Stans 
points out that this technical disservice has given biased critics 
of business the opportunity for such confusing misrepresentations 
as that of picturing depreciation reserves in cash or of implying 
that all reserves are concealed profits. 

In continuing his discussion he takes up the matter of the valuation 
reserve, amortization or depreciation reserve, the liability reserve, 
the contingent reserve and the surplus reserve, and then explains 
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the treatment to be accorded them to preclude the possibility of con- 
fusion arising in their interpretation and use. He then proceeds to 
give examples of the reserve treatments with a view to promoting 
better reports. 


Subject: Case Studies in Auditing Procedure 
No. 4: A Public Utility 


By: A Member of Committee on Auditing Procedure 
Published by American Institute of Accountants 


This study presents the description of the auditing, procedures which 
were actually followed in an audit of a public utility by one mem- 
ber of the Committee. It was prepared under the direction of Amer- 
ican Institute of Accountants but it is not a representation of the 
views of the Committee on Auditing Procedure and has not been 
reviewed by the various members of the Committee. The auditing 
procedures described may be applicable only because of the par- 
ticular circumstances surrounding this examination and, even in 
this case, alternative procedures might have been used to accomplish 
the general audit objectives 

The report is quite comprehensive in scope and can be read with 
considerable interest as a guide to audit work in the public utility 
field and in industrial organizations as well, and also as a part 
of the entire series of Case Studies in Auditing Procedure published 
by the American Institute of Accountants. 


Subject: A Case Study of Small Business Controls 
By: Clinton W. Bennett 


Published in N.A.C.A. Bulletin — Section One, April 15, 1948. 


Mr. Bennett, a well-known authority in both industrial and publi 
accounting circles, has prepared this paper at this time when prices, 
production, sales and employment are at all-time highs for the 
American economy. Businessmen, he indicates, are literally and 
actually operating in uncharted seas where precedents apparently 
do not exist to guide business, either large and small. in its course 
To cope with this problem, Mr. Bennett sets forth some ideas and 
procedures which have been found of practical operating value, 
not only in the field 6f accounting and cost control, but also in 
the broader areas of operating control in all of its ramifications for 
large and small enterprises 

On the assumption that a turning point in the present economic 
cycle may be close at hand and that readjustments following the 
war period may have a considerable effect on business, the plans 
proposed in this article by Mr. Bennett to minimize their impacts 
can be read and applied with profit. 


Subject: Pricing of Exports under The Foreign Assistance Act of 1948 
By: Harry E. Howell 


Published in The Accounting Review, July 1948. 


This paper was presented at the Second Annual Michigan Cost Ac 
counting Conference, April 10, 1948, at Ann Arbor, Michigan by 
Mr. Howell, formerly President of the National Association of Cost 
counting Conference, April 10, 1948, at Ann Arbor, Michigan, by 
that should be considered in the light of the strain and stres 
on our economy from the transitions of wartime status to peace 
time operation and from other major aspects that are entering the 
picture and which have a profound and decisive effect on our econo- 
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my. These factors are first of all what is known as a European 
coe sry Program or the Marshall Plan or, what properly is the 
Foreign Assistance Act of 1948 providing aid to sixteen countries 
in Europe, Western Germany. Military Aid to Turkey and Greece, 
and aid to China. The second factor is the rearmament program, the 
immediate effect of which is reflected in the vast increases re 
quested in the budgets of defense agencies. In a comprehensive and 
scholarly fashion, he develops his subject in the light of his wide 
and diversified experience in business and government by bringing 
into play the major effect sound cost accounting practice and 
courageous business administration can have in producing a sound 
and vigorous economy both here and abroad in our efforts to reha 
bilitate war-torn Europe through the Marshall Plan. This article 
can be read as a contrast to other current articles which seemingly 
indicate that the velume of business in this country may be cur 
tailed. whereas this article tends to emphasize the huge demands 
for goods and services that will be required in carrying out the 
commitments made by our Government 


Designing Procedures and Diagnosing Corporate Operations 


Arthur H. Kent, General Auditor of the Standard Oil 
Company of California 


Published in The Controller, April 1948. 


In his address to the Sixteenth Annual Meeting of the Controllers 
Institute, Mr. Kent states that the role of the controller is one of 
high importance and varied detail; that the controller has the 
responsibility of seeing that well designed documents are provided 
to permit recording in a simple and uniform manner of the basic 
information that is required; that not only is the controller en 
trusted with the responsibility of passing upon the accuracy of 
the accounting records but that it is also his duty to ascertain that 
internal controls are sound and accurate. Furthermore, he indi 
cates that it is incumbent upon the controller to educate employees 
in the matter of business requirements; and that. in management 
auditing. the controller becomes a business analyst with the re 
sponsibility of ascertaining whether unnecessary losses are taking 
place. the type of judgment that is being exercised and whether 
company policies are being followed 

In concluding his address, he indicates that with aims such as thes¢ 
and other similar goals in sight, the controller has progressed to the 
role he now plays—the analytical, management-minded auditor 
with a goal of constructive usefulness to the over-all interests of his 
company. These responsibilities apply with equal significance to the 
role of the internal auditor and, from this article, it can be noted 
that the line of demarcation between these two positions of respon 
sibility is in many cases not too well drawn 











NATIONAL ORGANIZATION NOTES 
by BRADFORD CADMUS, Managing Director 


OUR MEMBERSHIP AND CHAPTERS 


On May 19, the organizing committee in Buffalo arranged a meet- 
ing of those interested in internal auditing and in the formation of a 
Buffalo Chapter. The principal address was by Earle Cunningham, with 
greetings from Art Child and Bill Townsend, who came down from 
Toronto. A total of 46 attended. 

As a result, a formal organization meeting was held a week later 
and the Niagara Frontier Chapter, No. 24 of The Institute, was estab- 
lished with election of the following officers: 

President: Frederick A. Wagner 
Vice President: Floyd W. Tuttle 
Secretary: George W. Cochran, Jr. 
Treasurer: Samuel S. Kragler 


Governor: Paul C. Buckley 


On July 31, our membership reached a total of 1568, a gain of 
246 so far during the current fiscal year. 


INTERNATIONAL NOTES 

Among the locations nearing Chapter status are Vancouver, Manila, 
Havana and Buenos Aires, in addition to a number in the United States. 
This and many other indications demonstrate the broad interest in in- 
ternal auditing as a specialized profession. A recent week’s mail brought 
correspondence from India, Australia, France and Brazil. 

Our London Chapter writes that they have already exceeded their 
self-determined membership quota for the current Institute year. 


EDUCATIONAL ACTIVITIES 

Art Child was a speaker at the Accounting Conference at Ohio 
State University in May and is scheduled on the program of the Amer- 
ican Accounting Association in Memphis in September. 

The Tulsa Chapter, as mentioned in our last issue, was one of the 
sponsors of an accounting conference at the University of Tulsa on May 
15 and 14, and was responsible for the opening half-day session. Neil 
Miller, President of the Tulsa Chapter, took the chair after the opening 
welcome from President Pontius of the University and Dean Hargrove 
of the College of Business Administration. The speakers were Fladger 
Tannery, of the Humble Oil and Refining Company and a member of 
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the Houston Chapter; Elwood Priebe of the Skelly Oil Corporation and 
a member of the Tulsa Chapter, and your managing director. The pro- 
gram presented the current conception of internal auditing in philosophy 
and in application to actual business operation. We were particularly 
impressed by the attendance of about 500 accountants from throughout 
Oklahoma and by the recognition of the status and the importance of 
internal auditing in management. 

The draft of the Educational Manual for a course in internal audit- 
ing has been completed and is now being reviewed preliminary to pub- 
lication. It is planned to send a letter announcing the Manual and a 
statement regarding the place of internal auditing in the academic cur- 
riculum to colleges and universities. At the same time, a copy of the 
letter and the Manual will be sent to each Chapter. As was mentioned 
in the discussion at the Cleveland Regional Meeting, the Manual has 
been developed around a plan of making the course a cooperative project 
of our Chapters and their local educational institutions. 


CONGRATULATIONS 

Our congratulations to Ray Taylor, past president of the Montreal 
Chapter, who has been made comptroller of the Sun Life Assurance 
Company of Canada. 


SUNDRY 

By the time this issue arrives, each of our members should have 
received a verification request covering his address and business affilia- 
tion. We will appreciate notice of any changes, in order that correct 
listing may be shown in the 1948 Year Book. 

Several of our members have informed us of mechanical fault in 
the binding of the Conference Paper Volume, “Increasing the Usefulness 
of Internal Auditing.” The fault consists of duplicate insertion of a 
number of pages and omission of the correct pages in the back of the 
book. If you will return any defective copies to the National office. we 
will be glad to send a replacement. 


DAYTON the Dayton Chapter. Mr. Gott 
by V. E. Krnzic schall’s dissertation was very com 


The subject “Accounts Payable prehensive in its scope and cover 
and Disbursement Audits” was °%8© of the topic. 

presented at the April Meeting by The Inland Manufacturing Di 
W. I. Gottschall, General Auditor, vision of General Motors Corpora 
Frigidaire Division of General Mo- tion was host to the Chapter for 


tors Corporation and a member of the May meeting. The panel of 
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speakers for the evening was Dan 
R. Matthewson, Divisional Comp- 
troller, Delco Products Division of 
General Motors Corp.; L. J. Ertel, 
Treasurer, Standard Register Co.; 
R. J. Jordan, Manager of Produc- 
tion and Material Control, Delco 
Products Division of General Mo 
tors Corp. and V. P. Blair, Divi- 
sional Comptroller, Inland Manu- 
facturing Division of General Mo- 
tors. The theme presented was 
“Why We Need An Internal Au- 
diting Department.” The praise 
heaped upon the Internal Auditors 
spoke highly of the services that 
have been rendered, and that the 
efforts of the 

have resulted iz 


Internal Auditors 
“Increasing the 
Usefulness of Internal Auditing to 
Management.” 

President Gardner gave his re- 
port covering the activities and 
responsibilities of his office for the 
year. ? 

The the 
Officers and Governors is as listed: 
President, Myron S. Kem; Vice 
President, Veryl E. Kinzig; Sec- 
retary, Lewis E. Cummings; Trea- 


results of election of 


surer, Charles E. Shawen, Jr.; Gov- 
ernors, Alfred A. Bahr, Arthur C. 
Chesney, Jr. and Robert K. Arthur. 

Dayton Chapter had a very suc- 
cessful 1947-48 year, which speaks 
the efforts the 
committees, and 


well of made by 


various officers, 


others responsible. The Chapter 


membership increased approxi- 
mately 30% and member attend 
ance at the meetings, even though 
the location was changed several 


times, was very good. 





LOUISVILLE 
by Ropert B. WILKEs 


At our May meeting the annual 


election of officers was held and 
the various committees made their 
annual reports. The nominating 
offered 
slate of officers to serve for the year 
1948-1949 

President, Howard B. Raplee; 


Vice President, Maurice VW. Sil- 
vey; Treasurer, Erven H. Lichten- 


committee the following 


berg; Secretary, J. Emmet Gerstle: 
Governor, Lee E. Dentinger. 

On motion duly made and sec 
onded the slate was adopted as pre 
sented and the Secretary instructed 
to cast one ballot for the election 
of the above named officers. 

Following the election Mr. Lee 
Auditor, Belknap 


Manufacturing 


E. Dentinger, 
Hardware and 
Company, led a most interesting 
discussion on “Responsibility for 
Okaying Credits and Payments.” 
The subject was very well handled 
and many points of mutual inter- 
est were brought up and discussed 
to the benefit of both members and 
guests present. 

Louisville Chapter was on vaca 


and Au 
gust, but the Committees appointed 


tion during June, July 


by our new President are hard at 
work making plans for the coming 
year. It is expected that a full 
program will be announced prior 
to our opening meeting in Sep 
tember. 

Louisville Chapter extends a cor- 
dial invitation to members of other 
Chapters who may be visiting in 
Louisville to meet with us 
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TULSA 
by E. K. Ho.sertr 

The following officers were 
elected at the May 11, 1948 meet- 
ing of the Tulsa Chapter for the 
Fiscal Year 1948-1949: 

President, John S. Kolstad, Ok- 
lahoma Natural Gas Co. 

Vice-President, C. N. Clark, Am- 
erada Petroleum Corp. 

Secretary, E. K. Holbert, Tide 
Water Associated Oil Co. 

Treasurer, K. E. Bailey, Barns 
dall Oil Cgmpany. 

Governor, E. P. Priebe, 1 year 
term, Skelly Oil Company. 


DETROIT 
by H. G. Bow.es 
The Detroit Chapter closed ac- 
tivities for the summer with the 
May meeting which featured a 
“Question 
This type of meeting is always 
well received by the members and 


and Answer Night.” 


the May meeting was no excep- 
tion. Harris R. Symes, Vice Pres- 
ident of the National Organization, 
acted as moderator for the evening. 
Members of the panel were select- 
ed from a varied group of firms in 
order to provide diversity, and to 
answer the questions submitted. 

During the evening the inspec- 
tor of elections reported results of 
ballots cast for officers, which were 
as follows: 

President, A. L. Simpson; Vice 
President, H. R. Symes; Secretary, 
B. W. Hunt; Treasurer, Fred W. 
Stangee; Governors, James M. Cle- 
land, Dan H. Butler, Gordon R. 
Cornwell, Robert E. Price. 


The Chapter will reconvene in 


September, and plans will be 
started to assure a representative 
delegation from Detroit for attend- 
ance at the Seventh Annual Con- 


ference of The Institute in Chicago. 


HOUSTON 
by Howe tt S. Faw 
An organization 
held in 


meeting was 
March 25, 
1948 resulting in the formation of 
the Houston Chapter. We are in 
debted to Glenn Bodman, South- 
west 


Houston on 


Divisional Chairman, and 
members O. L. Luper and Paul W. 
Newman, for getting the 
Chapter off to a good start. 

At our April meeting, with O. 
L. Luper as Program Chairman, a 
panel discussion was led by F. E. 
Jacobs, A. G. Schlosstein, Jr., and 
R. J. Rinehart on the duties and 
functions of the internal auditor. 


new 


Those present agreed that much 
benefit could be obtained by mem 
bers from a free exchange of ideas 
in round-table discussions such as 
this. 

We were honored at the May 
meeting with the presence of Brad 
ford Cadmus, who delivered an in 
formative talk on the activities of 
the National Organization. Follow 
ing Brad’s talk, Dupree Holman 
delivered a paper on the audit of 
a purchasing department and led a 
discussion on the interesting points 
brought out. F. L. Freitag then con 
ducted a question and answer pe 
riod on the audit of construction 
work, which was participated in 
by everyone present. 
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late or not at all. Ep.) 





(Owing to the fact that our publication is a quarterly, the 
deadline for material to be included in each issue is placed 
thirty days prior to publication date. This is because of the 
time required for composition, proof reading, and press work. 
In the last quarter of the year (editorially, August, September 
and October ), it appears difficult for obvious reasons to corral 
news of Chapter activities. In this issue, therefore, we give the 
News as and in the order it was received, expressing our 
regrets to those Chapters whose activity summaries came too 








LONDON, ENGLAND 
by J. R. Roprnson 

The monthly luncheon meetings 
have been suspended for the Sum- 
mer months and the next meeting 
will take place on Wednesday, Oct. 
6. A paper to be presented by Pro- 
fessor W. T. Baxter, B.Com., C.A. 
of the London University on “Re- 
cent Accounting Developments” 
will form the basis for discussion. 

The Chapter now has 21 mem- 
bers and there are several others 
who have shown an interest in its 
affairs. The original aim of 20 
members for the first year having 
already been exceeded after less 
than 6 months, the sights have 
now been raised to 25. 


ROCHESTER 
by L. H. Sropparp 

A meeting of the Board of Gov- 
ernors of the Rochester Chapter 
was held Thursday, June 24, 1948, 
at our regular meeting place, The 
Normandie Hotel, 
6:30 P.M. 


This meeting was called for the 


with dinner at 


purpose of planning the Chapter’s 


1948-49 season. 
and it was agreed that emphasis 


activities for the 


will be placed on special, rather 
than general subjects. 

The following individuals were 
appointed to act in the capacities 
indicated for the following year 

A. S. Knittel, Vice-President, ap 
pointed as Program Director. 

W. A. Heyer appointed as Mem 
bership Director. 

W. S. Connelly, Governor, ap 
pointed as Publicity and Outside 
Contacts Director. 


CHICAGO 
By Watter T. Horstetrer 

[ was our great pleasure to wel- 

come Dr. Victor Z.. Brink (bet 
ter known as “Vic” to most of us 
at our May meeting. Dr. Brink ad- 
dressed the members on the subject 
“Current Trends in Internal Au- 
diting Programs” and, needless to 
say, the discussion period that fol 
lowed was spontaneous and very 
The audience num 
bered one hundred members and 


interesting. 


guests which constituted a near 
high for attendance at a Chapter 
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meeting. Many of “Vic’s” former 
associates were present and were 
happy to have the opportunity of 
renewing their acquaintanceship. 

It is felt that the Chapter has 
concluded quite a successful year 
in the contribution of something 
toward gaining the objectives of in- 
ternal auditing. Speakers from the 
top level of management have ap- 
peared before us and we are duly 
orateful. A sixteen lecture course 
on internal auditing was given free 
by the members to their associates 
and this course was completed with 
satisfactory results. 

Governors meetings are being 
held on regularly scheduled days 
as are committee meetings; the 
latter making the arrangements for 
the Seventh Annual Conference to 
be held in October. Optimism as 
to the success of the Conference is 
running high, so if you have not 
already made arrangements to at- 
tend, we suggest that you do it now 
and 

SEND IN YOUR REQUESTS 
FOR RESERVATIONS! 


TORONTO 
By J. A. Biatr 

Our annual business meeting 
held May 28th ended our Chapter 
activities for the summer months. 
The meeting was well attended by 
members. 

Our program for the evening 
was as follows: 

1. A report from each of the of- 
ficers and the chairmen of the vari- 
ous committees on the year’s ac- 
tivities. 


2. The nominating committee’s 
report and election of officers for 
the year. The officers elected were: 

President, R. H. Wood, Lever 
Brothers Ltd. 

Vice President, F. Allan Doug- 
las, McCormick’s Limited. 

Secretary, R. Baird, Canada Life 
Insurance Co. 

Treasurer, E. Paterson, McLean 
Hunter Publishing Co. 

3. Mr. J. F. Kidner spoke on the 
subject of Junior Membership. He 
felt that the title “Junior” acted 
as a deterrent in attracting new 
members of this class. This topic 
was freely discussed and the mem- 
bers were in complete agreement 
with Mr. Kidner. While no definite 
name or names were decided on, a 
motion was drafted so that this 
topic would come up for discus- 
sion at the annual meeting of The 
Institute. 

4. Mr. A. G. Holman, Toronto, 
representative of the International 
Accountants Society, outlined the 
new course on Internal Auditing 
offered by the Society, and told us 
how enthusiastically the course 
had been received by firms in the 
U.S.A. for training their staffs. 


PHILADELPHIA 

By James M. Apxrns, Jr. 

Mr. Earle H. Cunningham, our 
National President, paid us an ex 
tended visit during May. On May 
7 he addressed the accounting fo- 
rum sponsored by the Philadelphia 
Chapter, Pennsylvania Institute 
of Certified Public Accountants, at 
Drexel Institute of Technology. On 
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May 10 he spoke at our Chapter 
meeting. His subject, “Internal 
Auditing — A Tool of Manage- 
ment” reviewed the development 
of internal auditing and the or- 
ganizational and functional types 
of internal auditors. The import- 
ance of personnel qualifications 
and the need for better report pres- 
entation were stressed in a clear 
and informative manner. The fol- 
lowing officers elected to 
serve during the 1948-49 year. 


were 


Earl A. Green, President 

Jerald S. Hanks, Vice-President 
Curtis H. Smack, Sr., Secretary 
Harry V. Eichmann, Treasurer 


SAN FRANCISCO 
3y B. W. Bours 
At our annual May meeting the 
election of officers and governors 
the fiscal 1948-49 took 
place. 


for year 

In June we held a joint meeting 
with the San Francisco Chapters 
of the National Association of Cost 
Accountants, Certified Public Ac 
countants, Controllers Institute, 
and American Society of Women 
Accountants. 

Our Chapter President, John T. 
S. Byrne, Audit Supervisor, U. S. 
Steel Corp., Western Division, was 
the speaker of the evening. John’s 
talk was “Accounting and Internal 
Auditing — Tools for 
Management.” The talk was well 


Essential 


received and evoked much inter- 
est, evidenced by many questions 
and comments addressed to John at 


the conclusion of his talk. 





MILWAUKEE 
By O. C. Heminc 


“Audit Report Panorama” was 


propounded by one of our mem- 
bers, Frank B. Nicholson, of Blatz 
Brewing Company, at our May 
meeting. His suggestion on the 
type of report to use in addition to 
certain executive tests for suffi- 
ciency, such as the budgeting of 
audit time, etc., was well received 
by members and guests. 

the the 


Blatz Brewing Company, our final 


Through courtesy of 
meeting of the fiscal year was held 
at the Blatz’s new entertainment 
hall. At this meeting the Officers 
and Governors, elected May 25th. 
were installed 

President: W.C. Kidd 

Vice President: F. B. Nicholson 
H. F. Willer 


Secretary: O. C. Heming 


Treasurer 


Governor 


1 year—D. J. O'Connell 

2 years—G. A. Becker 

3 years—A. J. Mayer 
NEW YORK 


By Freperick F. SCHANTz 

The final meeting of the season 
of the New York Chapter was held 
May 6th, with a record attendance 
of 150 members and guests. The 
speaker was Mr. Wyllys S. New 
comb, Assistant District Attorney 
of New York, in charge of fraud 
prosecution. Mr. Newcomb gave 
some excellent pointers on items 
which serve as possible indicators 
of fraud. He then illustrated with 
two graphic descriptions of major 
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frauds which had been handled in 
his office. In one case, the man who 
complained to the District Attor- 
ney of being a victim was actually 
using his complaint as a means of 
which he, 
The 


truth-is 


concealing the fraud 


himself, was perpetrating. 
the 


stranger-than-fiction variety, with 


other case was of 
the climax coming when the rep- 
resentatives of the surety company 
dug up most of the abstracted 
funds in a back yard in Vancouver. 
[he meeting ended with a rising 
request that Mr. Newcomb return 
at a future time for another talk. 
The following Officers will serve 
during the 1948-49 Institute year: 
President: J. Ernest Laurie 
Vice-Pres.: William V. Carver 
Treasurer: Thomas Burgess, Jr 
Peter A. Schlenker 


NIAGARA FRONTIER (Buffalo) 


$y GEORG! 


Secretary 


W. Cocuran, Jr. 
The Niagara Frontier Chapter 
was formally organized on May 


26, 1948 at the Park Lane Restau 
rant. Buffalo, New York. 


The Chapter consists of fifteen 
members, ten of whom were pres 
ent at the organization dinner. On 
this occasion, they elected Fred A. 
Wagner, President; Floyd W. Tut 
tle, Vice Samuel S. 
Kragler, George W 
Cochran, Jr., Secretary and Paul 


President; 
Treasurer; 


C. Buckley, Governor. 

It was decided that the first regu 
lar meeting would be held on 
September 15 at the Park Lane 
Restaurant and that an invitation 
would be extended to Arthur J. E. 
Child, First Vice President, to ad 
dress this meeting. Subsequent 
meetings will be held on the third 
Wednesday of 


place to be determined in the neat 


each month at a 


future. 


Committee chairmen were ap 
pointed and other essential busi 
ness was transacted, so that we are 


now a “going concern.” 


Many of the notable successes have come from a re 


volution in mental attitude or some shift in the angle of 


vision. 


Edward Mott Wooley. 
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AND PLACES 


HE following list of meetings dates and places has been compiled 
for the benefit of itinerant members of THe INsTITUTE. 


Meeting Date 


Fourth Monday 
Third Wednesday 
Fourth Wednesday 
Fourth Monday 
Fourth Tuesday 
Second Monday 
First Wednesday 


(Beginning October 


Second Tuesday 
Third Wednesday 


Second Tuesday 


Third Tuesday 
Sept. 20 

Oct. 25 

| Nov. 15 

Third Tuesday 
Sept. 28-Nov. 16 
Third Wednesday 
Second Monday 
Second ‘Thursday 
Third Thursday 
Third Tuesday 
Second Wednesday 
Second Thursday 
Last Friday 

To be announced 


Third Wednesday 





Meeting Place 


Stafford Hotel 
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To be announced 
Wardell-Sheraton Hotel 
Ben Milam Hotel 
Antoine’s 
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Downtown Club 

Seybold Arcade 

Hotel Schroeder 


\ Queen’s Hotel 
| 


Sheraton Hotel 
Hotel Martinique 
To be announced 
Engineers Club 
Fort Pitt Hotel 
Hotel Normandie 
To be announced 
Marine Memorial Club 
Lennox Hotel 
\oyal York Hotel 
To be announced 
Curtis Hotel 
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